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Jaly 3, 1975 


Ms. Gale Cincotta 

Housing Training Information Center 
4299 West Division Street. 

Chicags, Xllinoia 60651 


Dear Ms. Cincotta: 


On behalf. of the subcommittee, I would like toa take 


this opportunity to express our appreciation for your re- 
cent testimony and response to questions on June 26. 


A copy of the transcript containing your remarks 
before the subcommittee is enclosed. We would greatly ap- 
preciate your making the necessary corrections as soon as 
possible and returning the transcript no later than July il, 
so that your remurks as revised may appear in the printed 
hearing record. 


@Mhile reviewing the transcripts a number of unre- 
sclved questions have been revealed which we are seeking 
responses to prior to the continuation of our hearings on 
mortgage disclosure, s&heduled for July 14. Your offer to 
respond to further questions of the subcommittee is there- 
fore appreciated. To make certain that every possible op- 
portunity is afforded you to respond comprehensively, I wish 
now to raise a number of clarifying questions. 


1) Who determines what is a "proportionate* 
amount of dollars reinvested in the neigh- 
borhood of deposit? 


Who determines the “adequacy” of the type loans 
made? 


(1241) 
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2) Does your organization feel deposit data is 
as important as.loan data in order to arrive 
ata judgment as to “proportionate” amount? 


3) Given existing requirements of the Federal 
' Savings and Loan Insurance Corporation; does 
not the examiner have a clear duty to question 
marginal loans? . . 


How should the soundness of an institution 
be protected if an excessive number of loans 
go into default, particularly where a neigh- 
borhood is in decline? 


Ysn't there a turn-around period when a 
decision is made to bring a neighborhood 
back by governmental assistance of one 
form ox another? 


Again, I wish to express my sincere appreciation for 
your cooperation in this matter. 


Sincerely, 


Pernand J. St Germain - 
Chairman 
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July 2,1975 


in 


The Reverend Geno. Baroni. 
Center. for Urban Ethnic Affairs 
2408 Sth Street, N.. E. 

‘ Washington, De. C.. 


Dear Father Baroni: 


on behalf of the subcommittee, I would like to take: 
this opportunity to express our appreciation for your recent- 
testimony and response to questions on June 26. 


A copy of the transcript containing your remarks 
before the subcommittee is enclosed. We would greatly ap- 
preciate your making the necessary corrections as soon as 
possible and returning the transcript no later than July ll, 
so that your remarks as revised may appear in the printed 
hearing record. : 

\ 

While reviewing the transcripts a number of un- 
resolved questions have been revealed which we are seeking 
responses to prior to the continuation of our hearings on 
mortgage disclosure, scheduled for July 14. -Your offer to 
respond to further questions of the subcommittee is there- 
fore appreciated. To make certain that every possible op- 
portunity is afforded you to respond comprehensively, I 
wish now to raise a number of clarifying questions. 


1) Given existing requirements of the Federal 
Savings and Loan Insurance Corporation, does 
not the examiner have a clear duty to question 
marginal loans? 


How should the soundness of an institution be 
protected if an excessive number of loans go — 
into default, particularly where a neighborhood 
is in decline? 


The Reverend Geno Baroni 
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Isn't there a. turn-around period when a 
decision is made to bring a neighborhood mS 
back by governmental assistance of one form 
or. another? : ; San nae 
See hats ee at 


Can you furnish specific examples of large sums-_ 


: > as you put it, “only patch up, or quiet. ’® 
down neighborhoods?? 


The concept of a neighborhood impact policy 
iaterests me. How would it differ from the 
Neighborhood Facilities Program of the 1965 
Act and the Model Cities Program of ‘the 1966 
Act? 


Again, I wish to express my sincere appreciation for 
your cooperation in this matter. 


Sincerely, 


AUG 2 7 1976 


National 
Center for 


Msgr. Geno Baroni, President An independent, Non-profit Organization 


The United States Catholic Conterence 
Affairs 


4408 Eighth Street, N.E. é Washington, 0.C. 20017 
Area Code 202/529-5400 


August 25, 1975 


The Honorable Fernand J. St Germain 
Chairman 

Subcommittee on Financial Institutions 
Supervision, Regulation and Insurance of the 
Committee on Banking, Currency and Housing 
Washington, D. C. 20515 


Dear Mr. St Germain: 


Thank you for your letter concerning my appearance before your 
Committee on June 26, 1975. It was a pleasure to have an opportunity 
to share personally with you some of the experiences of our organizations 
around the country in relation to this vital issue. 


I would like to respond to your questions point by point, although 
I would ask that you keep in mind that I am neither a banker nor a tech- 
nocrat, nor would I pretend to be. Perhaps that fact alone makes both 
myself and a large part of our constituency here at the Center legitimate 
people to raise questions on how both banks and savings and loans conduct 
their business. We really don't have to be bankers to see what is being 
done with our deposits and to make logical decisions concerning our invest- 
ments based on that information. 


In regard to your first question, we are not suggesting that the 
entire mortgage portfolio of any given institution be jeopardized through 
the granting of excessive amounts of marginal loans in any specific 
neighborhood. Rather, we are suggesting that this industry, like any 
other, must run some risk to make its profit. While we recognize the 
inherent desire of eliminating that risk as much as possible, we feel 
it is both irresponsible and a violation of federal regulations to 
eliminate it completely through a subjective refusal to grant loans in 
solid neighborhoods which are older in favor of brand new minimal-risk 
subdivisions. In short, the definition of the word "“narginal" today is 
dictated by the institutions. That definition, we maintain, is subjective 
in nature and has, as its end product, the self-fulfilling prophecy of 
assigning that neighborhood to the road of urban decay, no matter what 
the integrity, both material and fiscal, of the neighborhood may be at 
the time the decision is made. A responsible portfolio should be spread 
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out not only to minimize risk but also to recognize the responsibility of 
the institution to the entire area it serves. While we would advise against 
investing in an obviously deteriorated extremely high risk area, we equally 
do not feel that where houses and incomes are sound, loans should be refused 
on the basis of subjective criteria such as age of the house, nearness to 
"blighted" areas, or any other criteria which, in effec‘ , sterilizes a 
neighborhood no matter how robust its residents believe it to be. Indeed, 
if you want to see such a neighborhood become a slum overnight, a good, 
solid step in that direction is clearly to define it as such to its residents 
by refusing them loans. They'll get the picture quick evough and, when they 
are not organized, the self-fulfilling prophecy I spoke of earlier will occur. 
Happily, this has not been the case in those areas arouné the country where 
we have been supporting strong neighborhood organizations. They define the 
issue. They fight back. Leaders with your foresight hear them. Finally, 
it is brought to national attention because Congress asks them to put their 
story on the national recoré. 

The last paragraph of your first question as well as your second question 
seem to me to be interrelated. 


The point I wish to make here is that the redevelopment of a neighbor- 
hood is not a one-sector job. The "turn-around period" you speak of, for 
example, has historically seen vast infusion of governmental funds alone 
with little or no concomitant aid from the private sector, especially on 
a neighborhood level, which led ultimately to the Urban Renewal Bulldozer. 
We must, it seems to me, recognize that if these neighborhoods are to be 
preserved, all sectors, the public, the private and the community, must 
be actively involved. Such is not now the case. The Detroit FHA scandal 
as well as the case history of the St. Louis Pruitt-Igoe public housing 
projects are textbook examples of the “patch-up and quiet down" policies 
of both the private and public sectors. Both ended as unqualified disasters. 
Another interesting example of this phenomenon may be seen in the increase 
and decrease of city services in specific neighborhoods in any of ovr cities 
as measured against the timetable of local councilmanic elections. 


In response to your third question, my reference to neighborhood impact 
policy was meant to parallel such a policy with current federally. rmandated 
environmental impact statements, in regard to the financiel impact on neigh- 
borhoods; the decision to reinvest being based on the same kind of objective 
criteria called for in environmental impact statements. A neighborhood impact 
policy or statement would explore housing stock, savings, income, transporta- 
tion and other issues relevant to coming to an objective determination as to 
whether or not investment is warrented. If we can protect geese, deer and 
fish from the adverse impact of federal highways through the use of environ- 
mental impact statements, surely we can devise a corollary tool to protect 
neighborhoods where people live. 


Many thanks for your time and cooperation. If I can be of further 
assistance, please don't hesitate to call or write. 


Sincere 


te 


-) Geno Baroni 
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daly 1, 1975 . 


marae selina: 
Reverend Albin Ciciora 
Pre yvident eae 
Citizens Action Program 
2200. North Lincoln Avenue 
Chicago, Illinois 60614 


Dear Father Ciciora: 
On behalf of the subcommittes, I would like to take 


this opportunity to express our appreciation for your recent 
testimony and response to qvastions on June 26. 


A copy of the transcript. containing your remarks 
before the subcommittee is enclosed. We would greatly ap- 
preciate your making the necessary corrections as scon as 
possible and returning the transcript no later than July ll, 
so that your remarks as rev‘sed may appear in the printed 
hearing record. 


While reviewing the transcripts a number of un- « 
resolved questions have been revealed which we are seeking 
responses to prior to the continuation of our hearings on 
mortgage disclosure, siteduled for July 14. Your offer to 
respond to further questions of the subcommittee is therme- 
fore appreciated. To make certain that every possible of- 
portunity is afforded you to respond comprehensively, I 
wish now to raise a number of <«.»tifying questions. 


1) Father, who determines what is a "proportionate" 
amount of dollars reinvested in the neighbor- 
hood of deposit? 


Who determines the “adequacy” of the type loans 
made? 


Father Albin Ciciora 
Page 2 
July 2, 1975 


2) . Does your organization feel deposit data is 
as important as loan data in order to arrive at 
a judgment as to “proportionate” amount? 


3) Two-large banks — Harris Trust and Northern 
Trust -<~ apparently have declined to bid for 
city money and have furnished no data. Have 
these banks received city accounts in the past? 


-Could not a withdrawal by large lending i 
institutions decrease competition and thereby 
increase the cost of city government? 


4. 


' Again, I wish to express my sincere appreciation for 
your cooperation in this matter. 


Sincerely, 


§\CITIZENS 


2200 N. LINCOLN AVE. 


ACTION \ CHICAGO 60614 
PROGRAM 312/929-2922 


Hon. Fernand St. Germain 

Chairman 

Subcommittee on Financial Institutions... 
Committee on Banking, Currency, and Housing 
U.S. House of Represenatives 

Washington D.C. 20515 


Dear Representative Germain: 


My apologies for this delayed response to the clarifying questions 
you raised in your letter of July 1, 1975. I hope the following 
responses will be helpful. 


1)The amount of dollars which should be reinvestedin a neighborhood of 
deposit is determined by responsible citizen or neighborhood organizations, 
representing people of the area, using the following formula. 

The county tax assessor's office maintains precise records of yearly 
home turn over and market price for each neighborhood in the metropol- 
jitan area. This data (supplemented by census data and data from the 
Society of Real Estate Appraisers) allows one to determine with good 
accuracy exactly how much money is needed to finance home sales that 
occur each year in each community. 

From the residential sales figure is subtracted an amount (usually 
20% of the total) to reflect the typical downpayment required on mortgages. 

This figure, which represents the dollar demand for mortgage money 
i. a community, is then divided between each savings and loan institution 
in the neichborhood of deposit in proportion to the percentage of total 
savings deposits from the area going to each institution. If 20% of the 
savings from the area go to institution "A", its.share of mortgage demand 
is calculated as 20%, that is, it is expected that institution "A" should 
meet 20% of the mortgage demand for the area. 

This procedure is quite sensible since, in Illinois in any case, the 
vast majority of savings and loans are local, neighborhood institutions 
deriving the bulk of their deposits from the surrounding area. The 
procedure does not, however, take into account that some deposits from 
an area go to large, downtown savings and loans. Therefore we attach 
a Tider to local agreements we attempt to negotiate with savings and loans 
to the effect that their proportion of reinvestment in the immediate com- 
munity could be reduced in direct proportion to the number of agreements 
we can get from downtown savings and loans. It is estimated that the 
downtown institutions control about 20% of the assets in the metropolitan a: 
area. 

It should be emphasized, however, that our mortgage demand figures 
pete ag ervarive since they Be Bok pecker money shige © ey es o finance 
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sales which never take place because the seller will not sell 
on FHA, VA, contract, etc. and the buyer cannot get a conventional 
mortgage because the area is redlined. 


With regard to the "adequacy" of loans made, if one means an 
adequate amount given the mortgage demand, I believe the above 
answers that. If one means the soundness of the loans, we have 
no objection to the standard criteria for determining risk. We 
are not asking savings and loans to incur unnecessary risks or 
to endanger the investments of their depositors by making bad loans. 
We are only demanding that savings and loans not disinvest in 
neighborhoods where there is substantial and unmet mortgage demand 
among qualified sellers/purchasers. 


2) Yes, as the answer to "1)" makes clear. 


3) It is our strong impression that both Harris Trust and Northern 
Trust have received city accounts in the past. I do not think 
there is any grounds for worrying that disclosure and redlining 
standards for city deposits would result in decreasing competition 
for city funds and thus increasing the cost of city government. 
Under the city's anti-redlining ordinance, five of the 7 largest 
downtown institutions bid for city funds and a total of almost 90 
throughout the city bid. I see no threat to competition here. 

In fact, if the city were to distribute its funds to those insti- 
tutions which comply with the ordinance, there is the possibility 
that competition would be increased. 


A corrected copy of my remarks before your committee is enclosed. 


I want to thank you again for allowing me the opportunity to 
testify before your committee and I send you my warmest greetings. 


Sincerely, 


RY, 7 ee “” " 


Father Albin Ciciora 
President 
CAP 
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JAMES 4. HAMLEY, 4... GARRY © hy — 
Forge nang ron npn U.S. HOUSE . WLS ©. Gmabisor, JR. ome 
WRIGHT PATIAN, TEX. ea sii OF REPRESENTATIVES HEMAY J. VOR, 11, 
pi pefpdinconn naar SUBCOMMITTEE ON FINANCIAL INSTITUTIONS 
BUTLER CERMAK, BC. SUPERVISION, REGULATION AND INSURANCE 
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WALTER & FALMTROYT, OC, 


LIMOY (MS. HALE) BOGGS, LA. COMMITTEE ON BANKING, CURRENCY 
4 AND HOUSING 
NINETY-FOURTH CONGRESS 


* WASHINGTON, D.C. 29515 


- ‘July 3, 1975 
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Honorable Dan Walker 
Governor, State of Illinois 
State House 

Springfield, Illinois 62706 


Dear Governor: 


‘The subcommittee was pleased to grant your request 
to submit testimony on Title III of H.R. 3024, the Mortgage 
Disclosure Act, @uring its hearings on June 26. . 


A copy of the transcript containing Mr. Belsky's 
remarks before the subcommittee is enclosed. We would 
greatly appreciate *he necessary corrections being made as 
soon as possible am! your returning the tcanscript no later 
than July 11 so that i'r. Belsky's remarks as revised may 
appear in the printed hearing recor3. 

* = 

In addition, the subcommittee would appreciate 
your keeping us advised on the status of the conference 
committee meeting on the Financial Institutions Disclosure 
Act of 1975 as we plan to resume our: hearings on this sub- 
ject July 14. 


Sincerely, 


Fernand J. St Germain 
Chairman 


STATE OF ILLINOIS ! 


OFFICE OF THE GOVERNOR 


CHICAGO, ILLINOIS 6060! 


DAN WALKER 
Governor 


June 30, 1975 


The Honorable Ferdinand St Germain 

Chairman 

House Subcommi*tee on Financial Institutions, 
Supervision, Regulation and Insurance 

2136 Rayburn Building 

Washington, D.C. 20515 


Dear Congressman St Germain: 


For your information, I am enclosing a copy of The 
Financial Institutions Disclosure Act of 1975 as submitted 
by Governor Walker to the state legislature. It has 
passed both the Senate and the House with an amendment to 
delete the requirement for savings deposit disclosure. 


The original bill passed in the House and was amended 
in the Senate to delete the requirement of savings deposit 
disclosure. The House refused to concur with the amendment, 
but the Senate rejected a motion to recede from the amendment. 
In conference the sponsor decided that the amended bill was 
better than no bill at all. 


As you can see from the bill, I was partially incorrect 
when responding to your question concerning categorization 
of disclosure. This lecislation prescribes disclosure by 
both zip code and census tract. This should clear up any 
mistake and confusion concerning the state legislation. 


Sincerely, 
sa 


Ira Belsky 
Assistant to the Governor 


#5) 


STATE OF ILLINOIS 
Orrick OF THE GOVERNOR 


CHICAGS, ILLINOIS 6GO6O! 


. 
DAN WALKER 
GoverRNOoR 


July: U6, -19/5 


The Honorable Fernand J. St Germain 
Chairman 
U.S. House of Representatives 

ie Subcommittee on Financial Iistitutions 
Supervision, Regulation and Insurance 
of the Committee on Banking, Currency 
and Housing 
Washington, D.C. 20515 


Dear Congressman St Germain: 


Enclosed is a copy of the Financial Institutions 
Disclosure Act of 1975 as passed by the Illinois 
General Assembly. As you can see the requirement 
for savings deposi: disclosure has been deleted. 


The bill is now awaiting action on Governor 
Walker's desk. In Illinois the Governor has the 
power of amendatory veto so there is a possibility 
that further changes may be made in the bill to 
make it more comprehensive and effective. 


If any changes are made I will let you know. 


Sincerely, 


; Be oe 
‘ , te” ae 


Ira Belsky j 
Assistant to the'Governor 
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Suly 2, 1975 


Mr. William A. Beasman, Jr. 

President, the Savings Bank of Baltimore 

c/o National Association of Mutual Savings Banks 
Suits 266 

1709 New York Avenue, H.W. 

Washington, D.C. 20006 


Attention: Louis H. Nevins 
Dear Mr. Beasman: 


Permit me to express my appreciation and that of my Subcom 
mittee for your testimony on behalf of the National Association 
of Mutvual Savings Banks, and your response to questions of 
June 26. 


A copy of the transcript containing Dr. Klaman's and your 
remarks before the Subcommittee is enclosed. We would greatly 
appreciate your making the necessary corrections as soon as 
possible and returning the transcript no later than July il, 
so that your remarks may appear in the printed hearing record. 


While reviewing the transcripts a number of unresolved 
questions have been revealed which we believe require a responsa 
by Dr. Klaman or yourself prior to the continuatien of our 
hearings on mortgage disclosure, scheduled for July 14. To 
make certain that every possible opportunity is afforded both 
you and Dr. Klaman to respond comprehensively, I wish now to 
raise a number of clarifying questions, citing approximate 
transeript pages. 


The following questions are for Mr. Beasman: 


1) Om page 3 of your preparnd remarks, you state that the location 
of the property itself is revelant in determining its long-term 
value and stability. Would you acree that the lending institutions 


Mr. 
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4) 


5) 


6) 


have a great effect on property values by ceciding in which areas 
to invest their mortgage money? 


Sincs you seem to inply on pace 4 of your prepared statement that 
only the goverment, through subsidies of one form or another, can 


Qn page 8 of your statement, in the discussion of how savings banks 
serve the neads of their commmities, you say that savings banks 
holé a greater volume of mortgages than commercial banks or savings 
and loan associations in New York, } Commecticnt, 


are 

reeds of a commmnity, subdivision, or neighborhood, since the State 
encompasses many more diversified interests than does a ‘agle 
community? 


How should a financial institution view its responsibility to serve 
the community in which the main office is located? Ts it to rerely 
serve as a depository — or should the institution equally serve 
as an investor in the comamity? 


During the hearings you stated that at no time during the examination 
process was there any review of the geographical location of your 
institutions’ mortgages. How would you view a requirement that the 
financial tegulatory agencies, as a part of the examination process 
review (maybe every five to ten years) the origins’. sharter and any 
subsecuent branch applications t Gebermine if the “- ;mcial instit: 
tion is meeting the needs of the commmity, it was ci ignated by 


Mr. William A. 3easman ~3- July 2, 1975 


charter or otherwise to serve? Do you believe that charter and 
banch that. a certain commmity has the 
services should 


How and who makes the determination that an area is a “high-risk 
loan” area? : 


If the majority of an institution's savings deposits are received 
drom a so-called “high-risk” area, should that institution have a 
responsibility to reinvest a proportion of that money back into the 
area? 


Virtually all of the association witnesses stated that a lending 
- institution located in a declining area cannot assume the risk for 
making loans in that area. Some have suggested various ways of 
pooling the risks and co-insurance programs. Do you feel that a 
shared-risk would 


encourage lenders to make more capital available 
in declining areas? Could this lead to an FHA-type process? 


I refer to page 6 of Mr. Balsky's prepared statement citing a recent 
voluntary disclosure program where the individuals in a so-called 
high risk area possessed considerable financial resources. Have 
you taken similar surveys in what you categorize high risk areas? 


The following questions are for Dr. Khaman: 
1) On page 85 of the transcript, you stated that bank examiners would 
“advise 


" private fiduciaries not to go into certain areas on the 
basis of the souncness of loans. By that statement did you mean 


_ Mr. William A. Beasman -8- July 2, 1975 


to say that during the examination process if the examiner comes 
substandard loans located in a certain area which he then 
will advise the institution not to make any 
When a hank examiner "advises". an 


oe 
as well as the indivicual institution if a 


percentage A 
normal acceptable percentage of defaults) of the total loam mate 
in that area defaulted? ee 


What wcald be considered an acceptable percentage of 


have never questioned their 
loans, i.e., in declining areas? 


Reference is mace to your statement on page 65 of the transcript 

about foregoing the yields which are “basically for the benefit 

of the depositors.” Bow many mitnal savings banks are today paying 
interest rate permissible? Would you also submit by 

percentage the interest rate being paid by all savings banks? 


record the parcentage of total assets of savings 
originated for 
the individual bank's own portfolio 
for secondary market sale. What is the average length of time 


Me. Wiiliam A. Beasman July 2, 1975 


that mortgages originated for the institution's own portfolio are in 
fact held? What percentage of assets represents holdings in the 
Federal funds market, commercial paper, and equity funding plans? 


Again, I wish to express my appreciation for your cooperation 
in this matter. ; 


Sincerely, 


Fernand S. St Germain 
Chairman 


55-937 © - 75 - pt.3- 3 
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NATIONAL ASSOCIATION OF MUTUAL SAVINGS BANKS 


NEW YORK, N.Y. 10017 


WASHINGTON OFFICE 

LOUIS H. NEVINS 

DIRECTOR — COUNSEL 

SUITE 200 

1709 NEW YORK AVENUE, N.W. 
WASHINGTON, D.C. 20006 

TEL. 202: 785-8144 


July 11, 1975 


The Honocable Fernand J, St Germain 

Chairman 

Subcommittee on Financial Institutiors 
Supervision, Regulation and Insurance 

Committee on Banking, Currency and Housing 

House of Representatives 

Washington, D. C. 20515 


Dear Mr. St Germain: 
Attached herewith are answers to the inquiries in 
your letter of July 2 to Messrs, William A. Beasman, Jr. and 


Saul B, Klaman, 


Sincerely yours, 


Louis My 
Louis H. Nevins 
Director-Counsel 


Attachment 
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Answers to Questions Addressed to Mr. Beasman 
Re June 26, 1975 Testimony on H.R. 8024 


Questioi #1 - It is true that the location of property is one of 


a number of relevant considerations in determining its long-term value. But 
I cannot agree that lenders ultimately determine property values or even have 
much influence on values over the long haul. Value is determined by buyers 
being willing to pay a given price to live ina particular neighborhood. 
Certainly it would be difficult to find evidence that merely by putting 

lots of money into a given area property values remain stable. The failure 
of many government-backed urban renewal projects and neighborhood development 
projects has persuaded most urbanologists and indeed members of the respective 
Banking Committees in Congress that money alone is not the answer. What is 
needed is an over-all, comprehensive approach -- the cooperation not only of 
private lenders but of government at all levels and community groups too to 
improve the quality of a deteriorating neighborhood. Employment must be 
available making it necessary to attract business as well. Services to the 
community need improvement. 

This question suggests that lenders eaitectively or individually 
suddenly look at a neighborhood and stop making any more loans. I doubt if 
this really ever happens, and if it does, it is wrong. What does happen is 
that a neighborhood begins to deteriorate, and values begin to decline. This 
meanwhile has an impact on appraisals, But it is not because of deliberate 
lender policy, nor would the trend be arrested if lenders kepL pouring money 


in for a neighborhood. It requires an over-all approach and unless the 


over-all problems - social, environmental, as well as economic (and the 
economic problems are far greater than an insufficiency of residential 
mortgage credit) are addressed, deterioration will not be arrested. 

Question # 2 - We believe that FHA or perhaps we should say HUD 
should have the primary role in the revitalization process (as opposed to 
a specialized institution or corporation). But as suggested above, it 
requires more than HI’) and more than lenders to arrest urban blight and 
deterioration, If HUD or any other agency were given sole responsibility, 
it would fail. Moreover, I do not think savings banks would adopt policies 
of indiscriminately making loans regardless of the condition of the property 
or the stability of the neighborhood just because FHA or a government agency 


assumed the entire risk. Our bank would not. We do not want to be a party to 


a loan which has a much greater than average likelihood of going bad, just 


because we assume no risk. As indicated in my formal statement, reputable 
lenders are skeptical of inner-city FHA loans because of the recent scandals. 
By the same token, we support and will participate in the coinsurance program, 
We are willing to take prudent risks. Personally I think it is good policy 
to have lenders assume risk, at least to some extent for loans they 

originate and we do not want to be interpreted as saying as long as the 
government takes all the risk, we will make all the loans. As we stated 


above, the problem involves more than just money. 


eae 

Question #3 - ifany observers have pointed to the narrowing of 
region2l differences in mortgage interest rates over the years. 
trend reflects gradual improvements in the mortgeze market structure, 
including reduction of barriers to out-of-state lending, improved secondary 
market facilities as well as other factors. While this trend has been 
developing over many decades, the data indicate that differentials on FHA 
mortgages in secondary markets have continued to narrow during the 1970's. 


Secondary Market Yields on FHA New-Home Mortgages 
(in per cent) 


dam. 1.) dened sane) 2, ramet, OUNe, hy 
Area 1975 1975 


Northeast 
Middle Atlantic 
Southeast 
North Central 
Southwest 


digh area 
Low ares 
Difference 
Percentage 
difference 


Note: Data are gross yields, before servicing costs, on Section 203 loans, 
having minimum down-payments and 30-year maturities, in immediate 
delivery transactions, based on prepayment at the end of 15 years. 


Source: Department of Housing and Urban Development. 


Question 44, -~ To my knowledge, comprehensive data on mortgage 


loans held by different types of institutions are not generally available 
for metropolitan areas. Data on mortgage holdings in relatively small 
geograpnic areas could conceivably be helpful for certain purposes, but 
would still provide little, if any, indication of the responsiveness of 
enders to local comwm:nity n Such data woulda only compile the amount 
of loans, wut would provide no infornation on the demand for credit and the 


ris characteristics of borrowers in any particular area. 


ay 


Question #5 - To quote from my prepared statement (p. 4), "We 
i 
do not question that financial institutions have an obligation to serve 


the communities in which they exist. Indeed fulfillment of this obligation 


is good business." Clearly, therefore, we believe we have an obligation 
to consider the communities we serve. We are more than mere investors; we 
have an obligation to serve depositors. 

Question #6 - As indicated in the ansyer above, fulfillment of 
community obiigations is good business and, therefore, we would not object 
to a charter requirement so specifying, provided we were not asked to make 
any type of investment we felt was not in the best interests of the bank 
or its depositors. Nor would be object to periodic review by our regulators 
to determine whether we are meeting these needs. But I do wonder whether 
our supervisors can make better judgments than we can as to whether community 
needs are being met or indeed whether they can make superior interpretations 
or identifications of what those needs are. After all, our officials and 
employees are residents of the communities in which we are located, and our 
supervisors for the most part are not. Fulfillment of community need is not 
an easy concept to quantify. It is highly subjective. What kind of standards 
would regulators use to make such determinations? I would hate two see this 
turn into a numbers game, 

Question #7 - I have been in the mortgage business throughout my 
business career and I do not believe that financial institutions make determina- 
tions that an entire area is a "high risk loan area."" My bank never has and I 
am not aware of others who have. Ail lenders have experienced loan officers 
who are trained to make judgments on mortgage applications, Normally they 
make recommendations which are reviewed by some sort of loan committee. In 


the case of smaller banks, this review function may be performed by the board 


of trustees, but with larger institutions, a committee of experienced loan 


officers and senior bank officials make the final decisions, Each application 


is reviewed on its own, and while we use certain criteria of which the long- 
term value and stability of the underlying property is one, we do not summarily 
reject an application just because it is located in a particular area. 
Question #8 - The assumptions underlying this question are theoretical. 
I doubt that a so-called "high risk" area which, as I indicated in my answer 
to the preceding question, is not a determination that in my opinion lenders 
even make,would produce the majority of an institution's savings deposits, 
If a neighborhood is declining, then many people with the means to do so are 
moving out, almost by definition, because this is what makes a neighborhood 
decline, But if it were theoretically so, that a majority of an institution's 
deposits came from a neighborhood with declining property values, I would not 
agree that it would have any greater right to assume imprudent risks with 
those deposits than it would with any cher deposits it might have. We are 
the custodians, the guardians, indeed the fiduciaries of all funds entrusted 
co us. As I said in my prepared statement, it is hard in residential mortgage 
lending to relate risk to yield because of usury laws and rate ceilings. This 
is easier to do in business lending. If the question is whether we have a 
greater right to take unreasonable chances with deposits from declining neigh- 
borhoods than we do generally, particularly if we do not have the opportunity 
to increase our yield to compensate for the risk, then I must answer "no," 
Question #9 - As indicated in our statement we believe that the 
proper approach to the problem of channeling greater amounts of credit into 


declining neighborhoods is clearly to spread such risks as widely as possible. 


Coinsurance and pooling of risk are correct approaches to the capital 
shortage problems of such areas. Savings banks are enthusiastic about 


the possibilities of coinsurance, anc tis is abetter approach than 


having the government assume all of the risk because lenders will be more 


careful. But this answers only the problem of assuring an adequate flow 
of credit. As I have been stating and restating, the whole problem is nore 
than one of lack of money. We need cooperation and effort on a number of 
fronts 

Question #10 - To answer the second part of the question first, 
NAMSB has not undertaking any surveys to determine the financial resources 
of declining neighborhoods nor do we know of any such surveys that may have 


been undertaken by others. As to tne definition of a' 


‘risky loan" I suppose 
the best definition I could furnish would be one where in the judgment of the 
lender the risk of loss by the lender or the government is substantially above 
average. There are certain objective criteria that experienced loan officers 
frequently rely upon. We do not like to see a family commit an excessive 
percentage of its income toward its mortgage payments, though rules of thumb 

in this area have to be applied flexibly. We are concerned about the stability 
of a borrower's income, and about his other debts and obligations, We are 
concerned about the extent of his own investment in his home and his other 
assets which can be used in an emergency. Above all, what we are trying to 
determine in every case is whether the applicant has a reasonable likelihood 
of being able to meet his obligation. If we turn him down, we do so, we believe, 
in his own best interests. We do not want to see him lose everything he has. 


Undoubtedly there are many instances where a loan is rejected because the 


amount of the loan requested or needed cannot be supported by the value of 


the home, People sometimes pay more than they should even in good neighbor- 
hoods -- the problem is hardly unique to declining neighborhoods, We cannot 


ignore the long-term wa.ue of the security pledged to us and neither should 


the borrower. M is’ making an investment too. I think this is a good 
§ g' 


safeguard - that a buyer can have an independent and professional check 

on whether he may have agreed to pay too much, FHA and VA certainly appraise 
properties, and they too frequently turn down loans, solely on the basis of 
their appraisal. In my opinion, not enough attention is paid to appraisals 
by lenders today rather than the reverse. It is important to underscore 


that this is an important consumer protection, 
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Answers to Questions Addressed to Mr. Klaman 
’ ___Re June 26, 1975 Testimony on H.R. 8024 


x : Question #1 - I appreciate the opportunity to clarify my 
statement that mortgage insurance programs help private fiduciaries 


‘ to go into areas where bank examiners would advise them not to go 


een 


"The intended emphasis of 


inte, on the basis of soundness of loans... 

that sentence was on the phrase "on the basis of soundness of loans." 

I did not mean to imply that bank examiners tell institutions not to 

lend in particular neighborhoods. As is well known, supervisory 

authorities quite properly seek to discourage unsound lending practices. 
As Mr. Beasman indicated in response to previous questions, 

there is little question that the condition of the neighborhood has an 


important impact on property values and, therefore, on the risk charac- 


teristics of mortgage loans. This does not mean that lenders will make 


no credit available to borrowers who happen to reside in deteriorating 
areas, but that the volume of their lending will inevitably be limited 

by prudent management as well as by supervisory standards. It is precisely 
for this reason that mortgage insurance programs are important as a meeus 


of encouraging greater availability of housing credit in many inner-city 


areas, 


Question //2 - As shown in the following table, virtually all 
savings banks offered the maxinun 5-1/ ks, rate on ordinary savings deposits 
at the end of May, 1975. At the other extreme of the maturity range, 56% 
of all savings banks offered the 7-3/4% ceiling rate on time deposits 
maturing in 6 years or more and having minimum denominations of $1,000. 


Per Cent of Mutual Savings Banks Offering Ceiling Rates on Deposits 
May 31, 1975 


Ceiling Per cent of banks offering 
Type end maturity rate ceiling rates on indicated 
of account (per cent) types of accounts: 


Ordinary savings deposits 97 


Time deposits with minimum 
denominations of less than 
$100,000, by maturity: 
90 days - 1 year (including 
special notice accounts) yal 
1-25 years 93 
24 yeers or more : 90 
h years or more, minimum 
denominations of $1,000 83 
6 years or more, minimum 
denominations of $1,000 56 


Source: Wational Association of Mutual Sevings Banks. 


The effective rate paid on total deposits by the savings bank 


industry as a whole was 5.76 per cent for the full year 1974, the latest 
dete for which such data are available 

Question #3 - During periods of reduced deposit growth, as noted 
in our testimony, savings banks generally have channeled an increased pro- 
portion of their asset and mortgage gains into in-state mortgage loans. 
This is reflected in the following table showing annual dsta for the industry 
as a whole since 1957, the first year such data vere compiled. As the table 
shows, the relative importance of in-state mortgage flows increased during 
periods of reduced deposit growth such as 1959, 1956, 1969, and 1973-74. 
Comparable annual data are not available for the 17 individual savings bank 
states. However, the broad pattern shown by industrywide data necessarily 


reflects the experience of the major savings bank states. 
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ve Mortgace Loan Noldings as 


7 
ze Grovth and Total Asset Crowth 


Net Increase in In-c 
Per Cent of Total ho 
F 


state flows In-state flows 
as per cent) of as per cent of 
Year total mortzaze flows total asset flows 
1957 50.0%, 38.0% 
1958 t 50.0 38.5 
1959 58.8 66.7 
1950 52.6 62.5 
1961 54.5 52.2 
1962 62.5 60.6 
1963 he 5 52.8 
- 1964 48.8 46.7 
- 1965 48.8 50.0 
1966 66.7 64.3 
1967 61,3 35.2 
1968 60.7 3760 
1969 68.0 56.7 
1970 84,2 83.3 
1971 73.8 30.4 
1972 Th. 37.6 
LOTS 76. leet 
1974 100.0 59.5 
Tote: Data on in-state mortgage flows represent changes in outstanding 


amounts of mortsage loans held by mutual savings banks on properties 
located in their own states. Data are estimates based mainly on 
biennial surverys. 


Source: National Association of Mutual Savings Banks. 


s 


Question #+ - The data requested are not compiled by NAMSB. 
However, industrywide data published by the Department of Housing and 
Urban Development show that in 1974, sales of long-term mortgage loans 
by savings banks represented only 1/2 of 1 per cent of their total holdings. 


This indicates that the vest bulk of the mortgage loans acquired by savings 


banks are for their owm portfolios rather than for secondary market sale. 
Based on 1974 repayment data, the average effective maturity of total 
gages neld by savings banks is approximately 11 years. Over the past 
decade, the average effective maturity has been anoroximately 10-1/2 years. 
in response to the other questions vosed, federal funds represented 1.1 


per cent of total savings bank assets at the end of 197, while total 


cornorate stock accounted for 3.8 per cent. Dat2 are not available on 


ner, but these investments undoubtedly represented only a 
minute proportion of savings bank assets. 


Stm 
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Jaly 2, 1975 


‘ = 
Mr. Tom-Scott, Jr., President 
Unifirst Federal Savings and Loan Association 
c/o U.S. League of Savings Associations 
21709 New York Avenue, N.W., Suite 801 


Bttention: Arthur Edgeworth 
Dear Mr. Scott: 


Permit me to express my appreciation and that of my 
Subcommittee for your testimeny on behalf of the U.S. League 
of Savings Associations, end vour response to questions on 
Junsa 26. 


A, copy of the transcript containing your remarks before the 
Subcommittee is enclosed. We would greatly appreciate your 
making the necessary corrections as soon as possible and return- 
ing the transcript no later than July 11, so that your remarks 
23 revised may appear in the printed hearing record. 


Waile reviewing the transcripts, a number of unresolved 
questions have teematesteatadswhich we are seeking responses to 
prior to the continuation of our hearings on mortgage disclosure, 
scheduled for July 14. Your offer to respond to further questions 
of the Subcommittee is, therefore, appreciated. To make certain 
that every possible opportunity is afforded vou to raspond compre- 
hensively, I wish now to raise a number of clarifying questions 
citing approximate transcript pages. 


1) On page 22 of the transcript, you stated that a quick sampling 
of your institutions suggests that providing loan infermation 
would add $1 million per year to the costs of overation, and 
savings account Cata would cost anothor $4 ér $5 million annually. 
Could you describe this sampling and how you arrived at these 
figures? 


How much of this estimated amomt would be incurred in the first 
yeer because of the necessity of procramming computers to collect 
this type of data? 
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Mr. “om Scott, Jr. -2- July 2, 1975" 


and there was no-increased cost for their customers? 


ae 


as an investor in the comunity? 


3) During the bearings you stated that at no time during the examina- 
tion process was there any review of the geographical location of 
your institutions’ morbyages. Bow would you view a requirement 


ignored? Shouldn't the suvervisory agency have a responsibility 
to insure that those financial services are in fact provided? 


4) How and who makes the determination that an area is a “high risk loan" 
area? st 

5) If the majority of an institution's savings deposits are recaived 
fran a so-called “high-risk” area, should that institution have 
a responsibility to reinvest a proportion of that money back into 
the area? 


ey On paga 85, Mr. Klamwon referred to various coalitions of mutual 
savings banks designed to share the risks involved with inner- 
city lending. To what extent have savings and loans engaged in 
similar coalitions to pool risks? What degree of success have 
they had in providing capital for declining areas? 


7) Virtually all of the association witnesses stated that a lending 
institution located in a declining area cannot assume the risk 
for raking loans in that area. Some have suggested various ways 
of pooling the risks and co-insurance programs. [To you feel that 
a shared-risk arrangement, such a3 a co-insurance program, would 
provide sufficient commercial and resicGential investment capital 
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Mr. Tom Scott, Jr. guly 2, 1975 


Could 
8) Om page 69 of the transcript, in response to Mr. Rousselot, you 


9) We all recognize the fiduciary responsibility of financial instite- 


Again, I wish to expeess my appreciation for your cooperation 
in this matter. 


Sincerely, 


Fernand J. St Germain 
Chairman 


WIETL 

wa > LY 

UNITED STATES LEAGUE of SAVINGS ASSOCIATIONS WASHINGTON OFFICE 
1709 NEW YORK AVENUE, NW / WASHINGTON, 0 C. 20006 / TEL (20?) 765-9150 


ARTHUR B. EQGEWORTH 


Sev’ ¢@ Premdent snd Wastengron Counsel 


July 11, 1975 


. 


The Honorable Fernand J. St Germain 
Chairman 

Subcommittee on Financial Institutions 
Committee on Banking, Currency and Housing 
Washington, D. C. 20515 


Dear Mr. Chairman: 


Thank you for the opportunity to comment further 
on questions raised during the hearings on H.R. 8024. 


We would appreciate it if we could submit a more 
extensive answer to question 7 sometime next week. 


Sincerely, 


Btn oe : 


xr B. Edgeworth 
Director, Washington Operations 


THE AMERICAN HOME THE SAFEGUARD OF AMFRICAT LIBS KTES 


55-937 © - 75 - pt.3 - 4 
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1) page 22 of the transcript, you stated that a quick sampling 
of your institutions suggests that providing loan infor ation 
would add $1 million per year to the costs of operation, and -" 
Savings account data would cost another $4 or $5 million annually. 
Could you describe this sampling and how you arrived at these 
figures? . 


iow much of this estimated amount would be incurred in the first 


year because of the necessity of programming computers to collect 
this type of data? 


What do you estimate would be the cost passed on to the borrower, 
after the initial period — on an average if only loan data was 
required? Also, if deposit data was required? 

Have you borne in mind Mr. Greerwood's testimony that the cost 


incurred by his institution was minimal for providing loan data 
and there was no increased cost for their customers? 


Attached is a copy of a questionnaire mailed in a random sample of 
associations and its results. Only 70 associations responded and these 
responses were used in determining the average cost figures. The low 
response rate and the wide variation in cost estimates obtained were 
indicative of the lack of experience of associations in attempting to conform 
to this bill. I do not have a breakdown of the computer costs if any, for 
those automated associations. These cost estimates were made under 

the assumption that any disclosure requirements would be prospective, 

that Bureau of the Census maps and address coding guides were easily 


available, which, as it later developed, is not the case. 


On these assumptions, we estimated an average cost of $.50 per mortgage 
account. Further, assuming that associations made roughly 1, 200, 000 new 
residential mortgage loans as they did in 1974, the annual cost estimate 
would be roughly $600,000. If mortgage volume picks up in late 1975 and 


1976 as expected, this would increase the annual costs to $800, 000 to $1 million. 


It is expected that since most associations are too small to make use of 


automated equipment that the costs would not decline appreciably over 


time although some improvement would occur with experience. 


y 
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The additional $4 or $5 million annual cost for listing census tract location 
for deposits was derived from the fact that roughly four or five new savers 
open accounts in savings associations each year for each borrower from our 


institutions. 


I should also repeat that many savings and loan officials feel that the 50¢ 
per loan and per account estimate may seriously understate the processing 


costs for obtaining and maintaining this information. 


At our urging, some of our members have attempted to estimate the 
costs of providing the location and number of mortgage loans by census 
tract. In many cases, they have found it will not be possible for an 
association to obtain census tract maps for the SMSAs in which their 
loans have been made. Even where the maps are available, the costs 


of correcting and updating the maps cannot be calculated. 


A $350 million savings and loan in Florida estimates that it would cost their 
association $75, 000 to $80, 000 to provide mortgage loan data by census tract. 
This figure does not include the costs for matching savings deposits with 


census tracts. 


The cost of providing mortgage loan data by census tract by a $35 million Georgia 
savings and loan was estimated to be $6,523 or $2.60 per loan for loans made 


in 1973 and 1974 and $1.50 for each new loan. 


In California, a $1.5 billion savings and loan has conservatively estimated 


their costs at $50,000 in computer programming, labor and data preparation 


1278 


to provide information about their loan portfolio by census tract. 


A $600 million association in Maryland predicts that the costs of providing 


loan information by census tract would reach $75, 000 for their association. 


Compliance with the mortgage loan disclosure provisions of H.R. 8024 
for a $100 million Oklahoma savings and loan were estimated to be $4, 060 


for the first year and $2, 400 for each succeeding year. 


With respect to Mr. Greenwood's testimony, it should be emphasized 


that he said that the costs incurred by his institution for providing 


loan data by zip code was minimal 
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RETURN TO: Researcl, Department, U. S. League 
lll E. Wacker Dr., icago, Ll. 6 


QUE STIONNALRE 
1. Association asseto of April 30, 1975 3 : 
2. Total nortgage loans outstanding as of April 39, 1975 $ : 


3. Mortgage loana outstanding on one~to-four family homes 


as of April 30, 1975 $ 


4. Number of onc-to-four family mortgage loans outstanding 
as of April 30, 1975 


5, Number of one-to-four family loans in your portfolio 
which have been acquired since 12/31/72 


6. Approximately what percentage of your one-to-four family 
loans represent loans on properties within your "home" SMSA 


Dollar Amount % Number of Loans 4 ) 


7. Cost of providing loan information by ZIP Code for all existing 
loans (within your “home” SMSA only): 


a. Approximate total cost of providing loen information 


by ZIP Code Eger eu eae Ret 
b. Approximate cost per loan $ 3 


NOTE: Be eure to include all costs of either manual or computerized tabulation 
of loan arounts and numbers by ZIP Code area. ‘ 


8. Cont of providing loan information by Cenaus Tract for all ‘ 
existing loans (within your "home" SMSA only): 


a. Approxinate total coat of providing loan information 


by Ceneus Tract $ 
b. Approximate cost per losn $ 


9. Approximate cost (per loan) » £ obtaining Census Tract 


Data for each new loan made $ 


NOTE: Be aure to include the cost of pulling each loan file, searching the appropriat 
tract map according to the address of the property, recodifying the loan file 
to reflect ihe trace *mber and tabulating the loan amounto and nuzbers by 
trect. Aloo, if sour loan sycren 4a automated, include the cost of any 
ayntema work, progicoming, OF com iter time necessitated by the racodifica~ 
tion of the computerized loan file. 


Association 


Address 


City end Stata «7 


ee a eciclpmrenanniceene teste bnaiennnndinnrsrmnearramenemetenien tn i erin re tT ee 
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2) How should a financial institution view its responsibility to serve 
the community in which the main office is located? Is it to merely 
serve as a depository — or should the institution equally serve 
as an investor in the commnity? 


The short answer is that savings and loans are by 
statute (the Home Owner's Loan Act and the National Housing 
Act) "local" thrift institutions, founded to encourage savings 
and homeownership. Thrift institutions are not explicitly 
directed in these statutes to make mortgage loans on properties 
only n certain neighborhoods. However, Federal Home Loan Bank 
Board and FSLIC regulations as well as both the National 
Housing Act and the Home Owner's Loan Act contain strict lending 
area rules, with which both Federally-chartered and state- 
chartered institutions routinely comply (12 CFR 545.6-6, 12 CFR 
545.6-7, 12 CFR 563.9, Section 403(b) of the National Housing Act 


and Section 5(c) of the Home Owner's Loan Act). 
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3) During the hearings you stated that at no time during the examina- 
tion process was there any review of the geographical location of 
your institutions' mortgages. How would you view a requirement 
that the financial regulatory agencies, as a part of the examina- 
tion process review (maybe every five to ten years) the original 
charter and any subsequent branch applications to determine if 
the financial institution is meeting the needs of the community, 
it was designated by charter or otherwise to serve? Do you believe 
that charter and branch applications specifying that a certain 
community has the need for additional financial services should be 
ignored? Shouldn't the supervisory agency have a responsibility 
to insure that those financial services are in fact provided? 

If the Federal Rome Loan Bank Board were required to 

review association's charters every five or ten years, the 
charter could effectively become of shorter duration than the 
life of many of the associations' mortgage loans. The Board 
would have to answer the question of their additional need for 
staff sufficient to conduct such reviews. Current FHLBB 
procedures require periodic examinations of associations' 
compliance with the rules and regulations of the Board. As I 
pointed out in my statement redlining , is a violation of the 
laws aud regulations. 


Establishing a need for services in the proposed location 


of an office or branch is now part of the charter application 


and the branch application. An applicant would not likely 
ignore this part of the application. To do so would risk an 
immediate rejection of the application by the Board. 

Although there is no special review by examiners of the location 
of the associations' mortgages in connection with their charters, 
that issue can become relevant to the Board's examiners when 
the portfolio reveals a concentration of loans made to a single 


real estate investor in one particular area (FHLBB Memoranda R-20). 
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FEDERAL HOME LOAN BANK BOARD 
OFFICE OF EXAMINATIONS AND SUPERVISION 


MEMORANDUM — #R-26 
To : Supervisory Agents and Chief Examiners January 16, 1969 
From: L. M. Walters Problems Resulting From 


Tenement and Other Inner 
City Lending to Real 
Estate Investors 


1. Purpose and Scope 


The purpose of this memorandum is to provide guidelines for the examination 
and supervision of insured institutions engaged, to an imprudent degree, in 
lending to real estate investors. This memorandum does not deal with 
organized and well-conceived programs designed to finance adequate housing 
for low-income groups, 


i 
° 


Economic and Social Factors 


Low-income groups are highly vulnerable to exploitation in the real estate 
market, This can create serious problems both for them and for lending 
institutions that operate in this market. Tow-income group. are often forced 
to buy real estate trom middlemen at highly inflated prices and to assume 
burdensome financing co.mitments, The result is that such purchasers have 
no equity, find themselves overextended in terms of ability tc meet the 
repayment schedule, and are unable to maintain their property with conse~ 
guently adverse impact on its value. Even though lending institutions may 
be extending credit to the middlemen, these persons rely on the owner- 
occupant to service their debt, and default by the occupaut leads to default 
by the middlemen, The middlemen or investors attempt to obtain maximum 
loans on their properties and sometimes succeed in obtaining loans equal 

to or greater than their cost. Some purchasers of multi-family Structures 
modify or inflate rent schedules or make minor alterations on properties to 
justify an excessive loan and then resell the property to a third party, 

. but remain the mortgagor or borrower, These types of borrowers have little 
incentive to maintain their properties, Declines in income from such prop~ 
erties can leave lending institutions in a highly vulnerable position, 


: In addition to economic problems, there are serious social problems aristag 

ei. out of these practices, Low-income groups become aware of the fact that 
they must pay inflated prices and become keenly aware of exploitation, 
There is great and justifiable resentment on the part of those low-income 
individuals who are emulating middle class virtues by working hard and 
owning their own home, yet finding themselves on a financial treadmill from 
which escape is difficult, Despite substantial cash outlays, they may end 
up being in default, with no equity. This can be a serious cause of social 
unrest by individuals who would otherwise have a stake in the economic 


systeni, 


#R-20 
Page 2 


3. Factors Leading to the Development of Problems with Loans to Investors 


a. Responsibility for problems, Lending policies are the responsibility 
of the entire directorate, Problems can and have developed when 


directors have been unable or unwilling to exercise proper control 

and rely too heavily on the managing officer or on some other dominant ‘ 
individual to discharge the responsibilities of the directorate, In- 

vestors, seeking the largest loans they can obtain, are quick to 

recognize the opportunity to obtain complete and sometimes excessive 

financing when unwary or inept management makes such financing available. 


i 


b. Unsound concentrations. Sometimes by design, but most often following 

the gradual deterioration of the area served, institutions have developed 
' a concentration in loans on properties in a poor state of repair. These 

concentrations have developed despite the limiting regulations. The use 
of nominees (straw parties) has been very common. This device is used 
to evade the regulations dealing with "loans to one borrower" and the 
criticism of supervising authorities, Problems have generally been 
limited to loans on tenement or other multi-family dwellings in the so- 
called “inner city" areas of large cities; however, serious problems ‘ 
have also resulted from lending to investors on single-family dwellings 
in good residential areas, 


c. Unqualified appraisers. The appraised vaiue of the security property 
is one of the most important considerations in loan underwriting. The 
responsibility for estimating the value is often assumed by directors 
who are not qualified to make appraisals, The slow decline of an area 
and the introduction of new factors affecting long-range values are 
frequently not recognized by the non-professional appraiser. 


¢ 
d. Inadequate credit analysis, Total reliance by lending institutions on 
past payment experience with investors, without periodic in-depth credit 
investigations, has resulted in serious problems. Such experience alone 
does not assure the financial ability of the investor to carry the 
indebtedness, 


e. Maximum lending under the regulations, The willingness of some institu- 


tions to lend the maximum permitted by regulations, regardless of other 
considerations, is evidence that tco much reliance is being placed upon 
the appraisal in loan underwriting. Lending limitations are only the 
legal limits beyond which an institution may not go, They are not a 
substitute for judgement and caution which should limit the institution 
a great deal more. 


f, Inadequate development of loan sources. Many institutions have concen- 
trated their advertising efforts on savings, with little effort given 


to soliciting the best loans available. Some institutions are not located 
in an area where prime loans are easily available, and the institution 
grants loans only to those applicants who seek out the institution, 


Ran Renee eR ema en iem A ain 
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4. Recognition of a Developing Problem 


a. Slow loans. When a number of an investor's loans are delinquent, 
the problem is evident. The fact that an investor's loans have 
not become delinquent is not a reliable indication that the loans 
are not about to become a serious problem to the institution. The 
investor cannot afford to allow any of his loans to become delin- 
quent for fear that the institution will stop lending to him. He 
can manipulate ‘the income from his properties so as to continue to 
make the loan payments on all properties, including those which 
are not actually productive of income. This continues until the 
total venture is no longer profitable. It is at this point that 
the institution is likely to acquire the entire investment. 


Las b. Refinancing of investor's loans. he refinancing of a number of 
loans is a good indication that the investor may be experiencing 
financial difficulty. Refinancing, ostensibly to make improvements, 
is frequently used to provide funds with which to make loan payments 
thus forestalling delinquencies. 


c. Continued lending to investors having financial difficulty. There 
have been instances where, even though the investor was having 


financial difficulties, the institution was forced to continue 
lending under the threat that if they stopped, the investor would 
stop making payments on all loans he had obtained. The institu- 
tion then has a choice of facing up to the problem, or of 
continuing to lend and facing an even bigger problem in the future. 
The failure to make the right decision has resulted in some 
institutions ineffectively "managing" the problem into completely 


unmanageable proportions. 
‘ 


5. Efforts to Dispose of Acquired Real Estate 


Added to the problems of acquiring the real estate are the problems of 
management and of coping with the many building code enforcement orders 
which seem inevitably to follow the institution's scquisition of 
properties located in the inner city. As a generai rule, the property 
acquired is only one of a number of vandalized tenements in the same 
neightorhood. Seldom, without the benefit of full-scale urban renewal 
or some other governmental project, can the institution expect that the 
land value will be anything more than nominal because many such properties 
are built on extremely narrow frontages. In instances when the lending 
institutions have attempted to rehabilitate the property, it was found 
that the only purchasers were investors who wanted maximum financing. 
The institutions found the problem cycling. 


The prospects of an institution's working out of a serious problem of 


this nature are not good. The management and the directorate who were » 
unable to see the problem developing will very likely be unable to solve 
Lt. 


. Over 


see ome le he 
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6. Guidelines for Examinations 


a. A need for early detection. In the early stages of development, 
problems resulting from lending to investors are not always evident 
or alarming. Evidence of the developing problems can sometimes be 
explained away or otherwise can be excused, However, we cannot 
wait until the problems become apparent and inescapable before they . 
receive the full and forceful attention of this office, 
Institutions located in the older sections of the cities are 
obviously most likely to have a number of loans on old properties. 
The examiner should determine that lending policies are such that 
risks peculiar to such lending, particularly to investors, are 
being taken into account. 


b, Examination procedures, 
(1) Qualifications of appraisers. The qualifications of the 


persons preparing appraisals should be determined. 


(2) Inspection of properties. Properties securing loans to 
investors should be inspected. This inspection should not 
be limited to loans recently granted, but should include 
any loans which may represent a problem for the institution, 


(3) Investigation of concentrations. Investigate and report P 


loan concentrations. Identify the investor and show the 
total number of loans and the total unpaid balance of such 
loans, (Include so-called "property manag>ment" companies 
who collect rentals and make loan payments, but who actually 
may be the beneficial owner of the properties.) 


(4) Verification of information shown on application. Down- 
payments, purchase prices, etc., shown on the loan application 
should be verified with the seller or by checking the public 
records wnen such information is so recorded, 


(5) Investigation of credit-policies. Determine that sufficient 


information is being obtained to substantiate the credit 
worthiness of the investor, (This is in addition to informa- 
tion regarding past payment history.) 


(6) Precommitted loan funds, Investigate and report on savings 
accounts solicited for the institution by borrowers. (Such 
funds are usually precommitted to loans to the borrower.) 


(7) Refinanced loans to investors. Review refinanced or add-on 
loans to investors, Investigate increases in the appraised 
value of the security and check on reported improvements. 


#R-20 
Page 5 
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(8) Indicated losses. Recommend to the Chief Examiner that 
independent professional appraisals be obtained for those 
properties which inspection shows do not appear to secure 
the unpaid loan balance. 


(9) Chronology of supervisory efforts. The examiner's comments 
should provide a "trail" of supervisory action by referring 
to the various examination reports, supervisory letters, and 
directorate responses which touch on the subject of the 
comment being written. Give the essence of each such communi- 
cation. 


(10) Cease and desist actions. The examination report should be 
prepared to show in detail all facts which would support 
cease and desist proceedings against the institution. (The 
“positive” style of reporting should be used.) 


7. Guidelines for Supervision 


a. 


Immediate and effective supervision. The Supervisory Agent has the 
responsibility and the authority to correct those practices which 
threaten the-viability of institutions insured by the Federal 
Savings and Loan Insurance Corporation. It is the proper discharge 
of the Supervisory Agent's responsibility to immediately and 
effectively cause the erring institution to correct the unsatisfactory 
conditions that have been reported. Persuasive reasoning, based 
upon a factual presentation, should support any request. Persuasive 
supervision is preferred; however, if it fails to produce the 
necessary corrective action, the Supervisory Agent should direct 

the institution in a course of action rather than lose time in a 
fruitless exchange of correspondence with a directorate which is 
unable to appreciate or unable to correct the situation. 


. 


Recommended actions. 


(1) Lending restrictions. Instruct the institution to cease or 
otherwise limit lending to a certain investor(s), or on 
certain types of properties, or in certain locales, because 
of the undue concentration of such loans or because of the 
investor's poor repayment record, etc. 


(2) Independent professional assistance. Instruct the institution 
to obtain a professional appraisal and/or financial statement 
before granting certain types of loans or loans on certain 
types of properties. 


(3) Underwriting limitations. Instruct the institution to limit 
certain loans to a more reasonable term and certainly not 
beyond the economic life of the security property. 


Over 


#R-20 
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(4) Other restrictions and limitations. Instruct the institution 
to take such other action as is necessary to correct the 
problems which have developed or are developing. 


Follow-up examination. The institution should again be examined 
(limited examination) after a month or two to determine that such 
directives have been followed. 


Failure to follow supervisory directives. The failure of an 
institution to follow the directives of the Supervisory Agent 
will likely result in the recommendation of a “cease and desist" 
action. It is therefore important that directives be clearly 
given and precisely stated. 


fbi ce ts ais 


Director 


(Distributed to all FHLBB examiners and state supervisory authorities.) 
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4) How and who makes the determination that an area is a “high risk loan" 
area? 4 


In the service area of my association, Unifirst Federal 
Savings and Loan Association in Jackson, Mississippi we don't 
have “high risk loan areas". However, in any loan we make, 
an independent appraiser not employed by Unifirst appraises 


the property. 
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5) If the majority of an institution's savings deposits are received 
from a so-called “high-risk" area, should that institution have: 
a responsibility to reinvest a proportion of that money back into 
the area? 


Regacdless of the source of our savings, we make loans to 
those people who apply for mortgage loans and who fulfill the 
necessary requirements of adequate credit history, downpayment, 
etc. There are i wea from which we get savings deposits, 
but which have little or no mortgage loan demand because they are 
areas of predominantly apartment dwellings or office buildings, 
or areas with well-established housing stock and little turnover 
in home ownership and loan demand. 

Reinvestment should be a management decision involving the 
fiduciary responsibility to invest depositors' funds prudently. 

As the table presented in response to another question shows 
in practice, the aggregate of savings and loan savings and 


mortgage lending by all associations in particular communities 


“ 


across the country tends to be roughly equal. 
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MORTGAGE LOANS AND CONTRACTS HELD AND 
TOTAL SAVINGS OF FSLIC ASSOCIATIONS IN VARIOUS SHSA'S; DEC, 31, 1974 
(Thousands of Dol tars) 


ea 


Difference: 


Yortgage Loans * Total ‘Mortgages Less 
SHSA And Contracts Savings *__ Savings 
S 1 

Albuquerque, a : : 
New Mexico $ 359,489 367,795 $ -8,306 
Atlanta, Georgia 2,743 ,638 $2,503,821 - + 239,817 
Battle Creek, a . i 
Hichigan : 161,739 - / ert Ls ~11,432 
Boston, Mass. * 951,826 880,281 ') $2, G6s 
Davenport/ Moline/ : ; 
Rock Istand - 3 : crest 
lowa-!}linois 417,899. 437,850 ~19,951 
Qayton, Ohio -_—=s«.:1,301,301 "1,326,705 "+25, 404 
Denver / Boulder, f ee 

- Colorado es 2,897,800 Mk * 2,562,663 Meee MOLE) 
Detroit, Michigan "4,086,804 ° . i 4,042,827 | aie. 43,977 
Erie, Pennsylvania 262,365 ; 257,620 ne 4,745 

At ; < 

. Fayetteville, : . : 
Springdale, Ark. . 46,547 165,916 - " 19,369. 
Honolulu, Hawali 973,279 - 875,151 + 98,128" 
“Jersey City, NJ. 784 B45 "+ 812,817 || eam 
los Angeles / Long ; y ; Som Hae 
-Beach, California — 28,514,556 yp ES Fev ave +3,355,247 ° 
Northeast, Pa. 395 ,678 412,790 -17,112 
Roeleotery: NY, 1,068,857 1,230,201 ~ 2161,344 
Topeka, Kansas 976,764 851, 182 + 125,582 
Wheeling, West 
Virginia ~ Ohio 188,934 » 195,404 _ 6,470 


enn nS nnDnUn ae 


SOURCE: "Combined Financial Statements, 1974'', Federal Home Loan Bank Board, 
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6) On page 85, Mr. Klaman referred to various coalitions of mitual 
savings banks designed to share the risks involved with inner- 
city lending. To what extent have savings and loans engaged in 
similar coalitions to pool risks? What degree of success have 
they had in providing capital for declining areas? 


There are several "pooled-risked" situations today 
in inner city areas involving our institutions. Several 
multiple-owned service corporations lend in inner city areas, 
among them, Renewal Effort Service Corporation of Chicago, 
Illinois, Thrift Associations Service Corporation of Hartsdale, 
New York, Savings Associations Mortgage Corporation of Palo 
Alto, California, SAFE of Washington D. C. and Better Cities, 
Inc. of Boston, Massachusetts. 

Another type of shared risk venture is exemplified by 
the recent commitment of $30 million for inner city loans in 
Baltimore by Maryland savings and loan associations. The 


$30 million has now been committed with the associations 


. 


applying their normal underwriting requirements, and the 
experience with the loans has been good. The savings and loans 
are continuing to lend in Baltimore's inner city beyond their 
original commitment. 

In addition there were approximately one thousand associations 
involved in the Section 235 and 236 programs prior to the 
moratorium imposed by President Nixon in January, 1972. 

Despite the moratorium, many associations are making loans 
for housing for the elderly and for leased housing in inner city 


areas, 
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(Question no. 6 continued) 


The Subcowmittee, we understand, will also receive 
testimony about the Neighborhood Housing Services Program, 
administered by HUD and the FHLBB, which is actively utilizing 
the resources of many savings asceotavions in urban areas and 
the regional FHLBanks. 

A joint effort of lenders, private mortgage insurers, hazard 
insurers and local governments is vital to the. success of any 
shared risk venture in inner city areas. The venture can break 
down when any of these instrumentalities feels that it has too much 
exposure concentrated in one geographic area. For instarce, 

a single private mortgage insurer would want to avoid having a 
heavy concentration of loans in one area of a city, even if 


they were good loans. The involvement of local government in 


maintaining services to the area is also necessary. 


1293 


i Virtually all of the association witnesses stated that a lending 
institution located in a declining area cannot assume the risk 
for making loans in that area. Some have suggested various ways 
of pooling the risks and co-insurance programs. Do you feel that 
a shared-risk arrangement, such as a co-insurance program, would 
provide sufficient commercial and residential investment capital 


We think there is some real potential in the concept of 


co-insurance , but we would appreciate it if we could submit 


something more definitive by next week. 
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8) On page 69 of the transcript, in response to Mr. Rousselot, you 
stated that to require the lender to keep money close to home 
would, in itself, destroy the secondary morigage market. Would 
you explain this statement? Exactly how do you determine a capital 
surplus/capital short area? 

Capital surplus and deficient areas are defined by the relative 

balance between mortgage demands in an area at prevailing interest rates and 
the savings generated within the area at prevailing savings interest rates. 
If an area is capital surplus, the demand for mortgage credit at prevailing 
mortgage rates is insufficient to use up available savings. Conversely, if 
mortgage demands at prevailing mortgage rates are greater than total savings 
originating in that area, then it is a capital deficient area. 

The key economic concept in determining capital surplus and 
deficiency is the prevailing mortgage interest rate and any market impediments 
(including usury laws) which may be present. From a social point of view, 
however, it may be determined that an area needs a capital infusion. Innercity 
areas, for example, are usually pointed out as needing a capital infusion. 

The problem is that within these areas the people desiring credit may not be able 
to pay the prevailing rate for mortgage credit. Thus, funds will flow to areas 
where families are willing to pay the prevailing rate. This process of 
channeling credit to areas where people are willing to pay tne prevailing rate is 
a major function of all financial intermediaries. The only economically feasible 
way to counteract this movement of funds is for the government to raise incomes 
in these areas so that these people can pay the prevailing rate or for the 
government to subsidize the interest rate for these families. Any other 
technique, such as credit allocation, will lead to the ineffic nt use of funds 


and will eventually weaken the financial institutions which are required to lena 


in these areas to the point where they eventually go out of business. heme 
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A fundamental principle from the theory of financial institutions is 
that one of the primary roles these institutions play in the economy is to by 
attract funds from capital surplus areas and re-lend these funds in capital 
deficient areas. In the vocabulary of financial theory this process of moving 
funds from areas of capital surplus to areas of capital deficiency is termed allocative 
efficiency. 

Several examples of how this works in the mortgage market would be 
the following: A financial institution located in a large area of opartment 
complexes would be gathering savings from people who do not need mortgage credit 
to purchase homes and would re-lend this money in a fast growing suburban area to 
families preparing to purchase a home. Thus, the institutions would be adding to the a 
efficiency of the investment process by tapping the area of funds surplus and making 
these funds available to the area where funds are deficient. Similarly, mortgage 
lending institutions can enhance efficiency of a financial system by taking funds 


from neighborhoods where the population is older and where the per capita savings 


is high and re-lend these funds in faster growing neighborhoods which may be located 
elsewhere or even in another state. The entire secondary market in this country 

is built on this activity. The building boom which took place in California during 
the early 60's and in the southeast during the early ‘70's was made possible in part 
because financial institutions were efficiently allocating the funds they had 
available to these areas of greatest demand and need. 

Needless to say this concept of efficiency is not only true between 
regions of the country and within large metropolitan areas, but alse for any 
particular institution. A savings association located in the central business 
district may be taking in savings from all over the metropclitan area and then re- 


lending it in those specific communities that are growing the fastest and have the 


greatest mortgage financing needs. Conversely, an institution located in a fast 


wet He he 
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growing area may find it is unable to meet local loan demand and will attempt 
to satisfy this need by selling loans to other institutions or borrow from the 
Federal Home Loan Bank System in order to make this credit available. 

This concept of efficiently allocating credit’ from these households 
or gr:ups of households which have a surplus of funds to other households or groups 
of households which are in need of credit is among the most fundcmental of the 
functions performed by financial intermediaries in this country. The concern 
we have is that this bill may lessen the efficiency of the financial institutions 
in this country. Attempting to match savings volume with lending volume by area 
for any institution or group of institutions is inconsistent with the most basic 
theory of the “unctions of financial institutions. 

An example cf the fallacy of attempting to match mortgages held with 
total savings is shown in the attached table. The table shows the variations 
between mortgages held and total savings obtained by associations within various 
selected SMSA's. Note that within none of these SMSA's does the quantity of 
mortgages held match savings. Some of these markets have more savings than 
mortgages -- while others have the opposite situation. Needless t. sav, the imbalance 
between mortgages held and savings would be even greater if specific associations 
were analyzed. 

We, of course, do not know the extent to which the information 
required in this bill will alter the lending behavior of any institution. To 
the extent that this bill does alter this behavior through the application of 
pressure on any institution to allocate its funds to those areas that do not have 


the areatest relative need, then it will act to decrease the efficiency of the 


entire financial system in this country. 
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In addition to the above, we must not forget that financial 


institutions have a fiduciary responsibility to their savers to maximize 


their return on their investments, i.e., home loans. A larger return on 
{ 


their investments clearly enhances their ability to pay saver: sdequately. 
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MORTGAGE LOANS AND CONTRACTS HELD AND 
TOTAL SAVINGS OF FSLIC ASSOCIATIONS IN VARIOUS SMSA'S: DEC. 31, 1974 
(Thousands of Dollars) 


————EEee——————————————————————————————————————————————————————————————————————— 
Difference z: 


Mortgage Loans Total Mortgages Less 

SMSA And Contracts Savings Savings 
Albuquerque, 
New Mexico $ 359,489 367,795 $ ~-8,306 
Atlanta, Georgia 2,743 ,638 $2,503,821 + 239,817 
Battle Creek, ue j 
Michigan : 161,739 173,171 -11,432 
Boston, Mass. 951,826 880,281 71,545 
Davenport/ Moline/ 
Rock island - 
lowa-I}linois 417,899. 437,850 -19,951 
Dayton, Ohio  AgaOv, 300 1,326,705 ~25 , 404 
Denver / Boulder, 
Colorado : 2,897,800 "2,562,663 * 335,137 
Detroit, Michigan 4,086,804 4,042,827 + _-43,97 
Erie, Pennsylvania 262,365 257 ,620 + 4,745 

: < 

Fayetteville, : 
Springdale, Ark. , 146,547 165,916 ~19,369. 
Honolulu, Hawali 973,279 875,151 + 98,128 
‘Jersey City, N.J. 784,845 812,817 -63,972 
los Angeles / Long ; 
Beach, California 28,514,556 25,159,307. £3, 3555247 
Northeast, Pa. 395 ,678 412,790 -17,112 
Rochester, N.Y. 1,068 ,857 1,230,201 161,344 
Topeka, Kansas 976,764 851,182 + 125,562 
Wheeling, West 
Virginia ~ Ohio 188 , 934 195,404 -6,470 


SOURCE: ''Combined Financial Statements, 1974'', Federal Home Loan Bank Board. 
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therefore, not part of your fiduciary responsibility. How do you 
categorize or define a risky loan? Aren't there instances where 
the applicant has had the capital and security, but the determination 
d was made by the institution that the area was declining thus denied 
= the loan? a : 


' 


Savings and loan associations are now subject to many 
jaws and regulations which prohibit redlining. Among these are 
Title VIII of the Civil Rights of 1968 (the Fair Housing Law), 
a FHLBB policy statement (Section 531.8(c) (6)) that refusal to 
lend based on age and neighborhood may be discriminatory in 
" effect, and a regulation (Section 528.2) regarding non- 

discrimination in lending. The latter regulation has been 
interpreted by General Counsel's opinion of March 31, 1975, 
to cover redlining. Where necessary, the Board has the power 
to issue cease and desist orders and to withdraw insurance of 
accounts and charters. i 

If redlining now exists as a practice in the savings and loan 
business, the U. S. League repudiates it. ‘ 

A lender must review the creditworthiness of the borrower, 
the amount of the down payment and the appraisal of the property 
in light of the selling price on the house. Any savings and loan 


must consider the percentage of assets limitations on loans 


and the lending area restrictions when making new loans. 
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UNITED STATES LEAGUE of SAVINGS ASSOCIATIONS WASHINGTON OFFICE 


1709 NEW YORK AVENUE, N.W. / WASHINGTON, D.C. 20006 / TEL. (202) 785-9150 
F ARTHUR B. EDGEWORTH 


‘Stat Vice President and Washington Counsel 


August 1, 1975 


The Honorable Fernand J. St Germain 
Chairman, Committee on 

Financial Institutions 
Committee on Banking, Currency 

and Housing 
House of Representatives 
Washington, D.C. 20515 


Dear Mr. Chairman: 


Enclosed is the answer of the U. S. League 
of Savings Associations to question 7 raised 
during the hearings on H. R. 8024, which you 
have graciously permitted us additional time to 
consider, 


The details of a co-insurance program, such 
as our comments suggest, are being developed. Our 
Executive Committee is meeting in August to consider 
the program. 


Sincerely, 


Pe, 


Arthur B, Edgeworth 
Director, Washington Operations 


Ericlosure 


THE AMERICAN HOME: THE SAFECGUARD OF AMERICAN LIBERTIES 


’ 
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UNITED STATES LEAGUE OF SAVINGS ASSOCIATIONS 
1709 New York Avenue, N.W. 
Washington, D.C. 20006 


Suggested answer to Question 7, hearings on H. R. 8024. 


The U. S. League of Savings Associations recommends the 
development of a demonstration program which would provide 
mortgage loans for identified older areas of central cities 
where there may currently be problems in attracting adequate 
mortgage investment from traditional sources. The program 
we envision would utilize conventional loans, the administra- 
tive processes of the Federal Home Loan Bank System, and a 
co-insurance system for sharing the risk between a newly 
created fund and a lending institution on an 80/20 basis. 


We would recommend that the demonstration program involve 
conventional loans and work through the Federal Home Loan Bank 
System -- which could provide needed sound program administra- 
tion. The Federal Home Loan Bank System was generally ap- 
plauded for the simplified and speedy manner in which it pro- 
cessed the middle income housing assistance loans of a few 
years ago. The program we contemplate would utilize con- 
ventional loans at market rates of interest and terms, with 
the loans originated by lenders planning to retain the mort- 
gages for their permanent portfolios. The 80/20 co-insurance 
arrangement, with the lender accepting 20 percent of the risk, 
should ensure that proper underwriting of the property and the 
borrowers' credit worthiness will be observed. This would also 
protect the resources of the insurance fund and guarantee con- 
tinuing lender interest in the neighborhood. We would not 
expect that loans in this demonstration program would be made 
outside the central cities, nor would they be sold in the 
secondary market because of the added degree of risk. The 
co-insurance fund would require Federal appropriations at the 
outset, but could become self-sustaining through its premium 
income. . 


It would appear desirable to conduct such a program 
initially as an experiment, perhaps in one or a few cities, 
to evaluate its basic costs and acceptance, as well as to 
streamline procedures. 
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UNITED STATES LEAGUE of SAVINGS ASSOCTATIONS 11: cast Wacker OR / CHICAGO, ILLINOIS 60601 | TEL. (312) 644-3100 


’ i WILLIAM B. O'CONNELL 
Subic Reiations Counse 


Mr. Richard Stil} 

Subcommittee on Financial Institutions 
House of Representatives 

Rayburn House Office Building 
Washington, D.C. 20515 


August 29, 1975 
SEP 3 1975 


Dear Dick: 


Someone In our Washington Office called my attention to the testimony 

July 15 of the Director of the Bureau of the Census regarding the dif- 
ficulty of obtaining Information with respect to census tracts. Mr. Barabba 
suggested that perhaps there was less difficulty In obtaining this census 
tract data than | had Indicated. 


After reading the transcript of July 15 hearing | wrote a letter to 
site Mr. Barabba and a copy of my letter is attached as well as his reply 
i dated August 18. 


Frankly, after reading his reply my opinion remains the same as it was 
before, namely, that the census tract data is a lot more difficult to 
obtain than Mr. Barabba originally suggested. As he said in his letter 
and | quote: 


"There are, of course, general limitations to the GBF/DIME 
System at the present time as indicated, but it is important 
to note that the Census Bureau is fully committed to the . 
System -- primarily to meet its own needs, but to serve other 
users as well -- and we expect to have up-to-date files avail- 
able for all 270 SMSA's in time for the 1980 census or before. 
(italics added)"' 


1 thought you'd be Interested in this exchange of correspondence. Incid- 
entally, my view that the question of compliance with disclosure, difficult 
as it may be, Is a question separate from the basic issue of disclosure 
itself. Based on experience here in Chicago it is very clear that disclosure 
has been the forerunner of confrontations between activist groups and savings 
and loan associations; whether these confrontations have done any good for 
either the activist groups or the Institutions is doubtful 


Cordially, 


Patil Shanes. 
4] Viel 
WilJiam B. O'Connell 
. Puljlic Relations Counsel 


WOC: cs 


THE AMERICAN HOME: THE SAFEGUARD OF AMERICAN LIBERTIES 
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UNITED STATES DEPARTMENT OF. COMMERCE 
Social and Economic Statistics Administration 


BUREAU OF THE CENSUS 
Washington, D.C. 20233 


OFFICE OF THE DIRECTOR 


AUG 1 8 1975 


Mr. William B. O'Connell 
Public Relations Counsel 
United States League of 
Savings Associations 
111 East Wacker Drive 
Chicago, Illinois 60601 


Dear Mr. O'Connell: 


Thank you for your thoughtful letter of July 24, regarding the testimony 

I gave on July 15. before the House Subcommittee on Financial Institu- : 
tions and your general comments regarding the availability of Census Tract 
Maps and Address Coding Guides for Chicago. 


Upon receipt of your letter, I had the Director of our Chicago Regional 
Office, Mr. Forrest P. Cawley, Jr., check with the Department of Commerce 
Chicago Field Office regarding the unavailability of the Census Tract 
Report, PHC(1), outline meys for the Chicago SMSA. Normally, copies of 
Census Tract Reports are available at Commerce Field Offices and it was 
our intention to provide them with a copy from the Bureau's files in case 
their own supply had become exhausted. 


It turned out that the Department of Commerce office did, in fact, have a 
copy of the Chicago Tract Report and the accompanying maps. Apparently, 
your associate spoke with a new employee who was not familiar with the 
tract reports, and who unfortunately neglected to refer the caller to the 
Chicago office as should have been done. 


Hopefully, this situation has now been straightened out and future inquir 
ies should receive a correct response. 


I regret that my designation of the Chicago City Planning Commission as 
the source of the tract address code book was in error. However, the 
salient point was that a tract addrers index did exist for Chicago and 
the City Planning Commission was able to direct you to the proper source. 
You should be aware also, that the Census Bureau is currently developing 
a COBOL program which will produce a census tract street index from the 
Bureau's Geographic Base (DIME) Files. This program wili be made avail- 
able without cost to our local GBF/DIME coordinating agencies (NIPC and 
CAGIS are the co-coordinating agencies in Chicago) and will enable them 
to produce tract street guides on demand. 
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There are, of course, general limitations to the GBF/DIME System at the 
present time as indicated, but it is important to note that the Census 
Bureau is fully committed to the System-~primarily to meet its own needs, 
but to serve other users as well--and we expect to have up-to-date files 
available for all 270 SMSA's in’ time for the 1980 census or before, 


For your further information, I am enclosing a copy of a paper which 
describes the implementation of the Bureau's GBF/DIME program 
T believe, you will find to be of considerable interest you should 
desire additional information, including letters. from users describing 
their eriences with the System, please let us know. 


Enclosure. 
VINCENT P. BARABBA veSerred to 
Director 


ined ’ 
Bureau of “he Census pobaik ae in 


Committee file, 


Enclosure 
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UNITED STATES LEAGUE of SAVINGS ASSOCLATIONS 11: cast wacner 08 (CHICAGO, ILLINOIS 60601 / TEL, (912) 644.3100 


WILLIAM B O'CONNELL 


Fubig Peiavons Counset 


July 24, 1975 


Mr. Vincent P. Barabba, Director of the Census 
Bureau of the Census 

Department of Commerce 

Fourteenth Street between Constitution Avenue 
and E Street, N.W. 

Washington, D.C. 20230 


Dear Mr. Barabba: 


On July 15 in testifying before the House Sub-Committee on Financial 
Institutions, you included the following paragraph in the page 7 of 
your prepared statement: 


"Some of the witnesses who testified on June 26 apparently 
commented on the difficulty of obtaining and using material 
for coding addresses by census tract. |! helieve 
Mr. William B. O'Connell! pointed to such difficulties with 
regard to Chicago, because of the rather large volume of 
tract maps for that city. ! should like to point out 
that the Chicago City Planning Commission has developed 
a census tract code book, and | am fairly confident that 
had the Commission been consulted, the manual would have 
been available and would have greatly facilitated whatever 
work was undertaken.'! 


The clear implication in your statement is that this type of information 
is readily available and, so that the record is clear on this point, 
want to indicate this office did a fairly substantial amount of work 
in trying to determine the availability of census tract maps and census 
tract data that might be available through the use of computers. In 
the case of the Chicago SMSA, one of my associates made a visit to the 
Department of Commerce office here and was advised the so-called ''outline’ 
maps which accompany the so-called census tract report series PHC- 1) 
were not available at that office for the Chicago SMSA. We were auvised 
that the outline maps would be available through the Census Bureau in 
Washington and | believe | conveyed this information to the House Sub- 
Committee. 


Your statement says these maps are available from the Chicago City Plan 
Commission. At no time did anyone in your local office here indicate these 
maps were available from the Plan Commission; as a matter of fact, in 
checking with the Commission we were advised the Commission does not have 

@ census code book. The Commission referred us to another unit of city 
government, the Chicago Department of Development and Planning, which does 


Mr. Vincent P. Barabba Page 2 
Bureau of the Census July 24, 1975 


provide a code book for about $10. This code book is really a xerox copy 
of a computer print-out. 


So far as detailed street maps of census tracts are concerned, we advised 

the House Sub-Committee on Financial Institutions these maps may or may not 
be available from local sources. In my appearance before the Sub-Committee 

| indicated because of the resources of the Northeastern I1]linois Planning 
Commission the complete set of 81 census tract maps for the Chicago SMSA 

was available. Based on reports of numerous member institutions of this 
organization, however, it is clear that a good many other SMSAs do not have 
the same kind of facilities that are available from the Northeastern I ]linois 
Planning Commission and this is what we suggested in our statement to the 
House Sub-Committee. 


It is’ also true, as we indicated in the testimony, that microfilms of census 
tract maps are available at some local libraries. It is also true that the 
reproductions of tract maps from the microfilms are often unclear. 


With respect to the use of computers, we indicated that many small savings 
and loan associations don't have the necessary computer equipment. In the 
case of some large savings and loans, they are not able to develop the 
necessary information through the use of their computers. It is our under- 
standing that computerization of census data to the point of the Bureau's 
address coding guide system can be used to determine the census tract number 
for any address in a SMSA is still a long way from completion. (Ideally, 
through the Address Matching (ADMATCH) program you would punch an address 
into the system and a computer print-out would tell you in which census 
tract the address is located). 


in your statement you attempted to suggest the limitations of developing 
census tract information via a computer. 1! quote from your statement on 
page 7: 


"From a technical standpoint, it is feasible for any local 
organization to make use of the GBF/DIME files and related 
materials to code its own records by census tract, bearing 
in mind that the files do not exist yet for all SMSAs, some 


of them require considerable updatinaand most of them do 
not cover the entire area of an SMSA. The utility of the 


file will thus vary from place to place and will gradually 
increase between now and 1980. (italics added)." 
We are concerned that your statement to the Committee might have given the 
Committee members the impression that census tract information may be gathered 


more easily than our research and the research of a number of associations 
across the country indicates it may be. 
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Mr. Vincent P. Barabba Page 3 
Bureau of the Census July 24. 1975 


We do appreciate the sentence on page 10 of your statement which is as 
fol lows: 


"On the basis of our experience in tabulating smal) area 
statistics, it seems quite possible that in some instances 
the disclosures proposed in the bill might reveal personal 
information about individuals where they were only one or 
a few depositors or applicants in a single census tract." 


This sentence expresses very wel! one of our paramount reservations about 
the proposed disclosure bill. 


Sincerely, 
/ eh ii 

Lif OO - 

eae 


= me 
4 @l hae Cit CG 


Liat bine 


William B. O'Connell 
Public Relations Counsel 


WOC: cs 
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July 2, 1975 


tre. John Holton 

Senior Government Relations Counsel 
American Bankers Association 

1100 Connecticut Avenue, N. W. 
Washington, D. C. 


Dear Mr. Holton: 


Permit me to express my appreciation and that &f 
the subcommittee for the testimony received from Mr. Morth- 
land and Mr. Duwe on behalf of the American Bankers Asso- 
ciation and their response to questions on June 26. 


A copy of the transcript containing their remarks | 
before the subcommittee is enclosed. We would greatly 
appreciace the necessary corrections being made as soon ag 

a possible and your returning the transcript no later than 
July 11 so that their remarks as revised dad appear in the 
printed hearing record. 


While reviewing the tramsgcripts a number of un- 
resolved questions have been revealed which we are seeking 
responses to prior to the continuation offour hearings on 
mortgage disclosure scheduled for July 14. To make certain 
that every possible opportunity is afforded the ABA to 
respond comprehensively, I wish now to raise a number of 
Clarifying questions. 


1) How should a financial institution view its 
responsibility to serve the community in which 
the main office is lecated? Is it to merely 
serve as a depository —~- or should the institution 


: equally serve as an investor in the community? 
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Mr. John Holton 
Page 2 
July 2, 1975 ' 


2) During the hearings you stated that at no time 
during the examination process was there any 
review of the geographical location of your 
institutions’ mortgages. How would you view 
a requirement that the financial regulatory 
a , a8 a part of the examination process 
review (maybe every five to ten years) the 
original charter and any subsequent branch appli- 
cations to determine if the financial institution 
is meeting the needs of the community, it was 
designated by charter or otherwise to serve? 

Do BF believe that charter and branch appli- 

s specifying that a certain commnity has 
the need for additional financial services 
should be ignored? Shouldn't the supervisory 
agency have a responsibility to insure that those 
financial services are in fact provided? 


3) How and who makes the determination that an 
area is a *high risk loan" area? 


4) If the majority of an institution's savings deposits 
are received from a so-called “high-risk"area, 
should that institution have a responsibility to 
reinvest a proportion of that “oney back into. 
hhe area? 


5) On page 85, Mr. Klamon referred to various 
coalitions of mutual savings banks designed to 
share the risks involved with inner-city lending. 
To what extent have commercial banks engaged in 
similar coalitions to pool risks? What degree 
of success have they had in providing capital 

for declining areas? 


6) ‘Virtually all of the association witnesses 
stated that a lending institution Located in a 
declining area cannot assume the risk for making 
loans in that area. Some have suggested various 
ways of pooling the risks and co-insurance 
programs. Do you feel that a shared-risk arrangement 
“sushe3 as a co-insurance program, would provide 
sufficient commercial and residential investment 
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mx. John Holton 


Page 3 


July 2, 1975 


7) 


PUStG: 1h; 


capital to begin to turn around the process in 

a declining neighborhood? If the anderwriting 
standards for the insuring agency remained un- 
changed, and it would assume the major portion of 
the risk, could you estimate the extent to which: 
such a co-insurance program would encourage 
lenders to make more capital available in 
declining areas? Could’this lead to a FHA-type 
process? 


We all recognize the fiduciary responsibility of 
financial institutions to prudently invest 
depositors’ savings. To one extent or 

Mnother, you state that loans to certain com 


Again, I wish to express ny appreciation for the 
ABA's cooperation in this matter. y 


Sincerely, 


Fernand J. St Germain 
Chairman 
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=>”, BANKERS ASSOCIATION 1120 CONNECTICUT AVENUE, N. W. WASHINGTON, 0. C. 20038 


CHAIRMAN OF THE GOVERNING COUNCH, 
REX J. MORTHLAND 


CHAIRMAN OF THE BOARD 
THE PEOPLES BANK & TRUST COMPANY * 
SELMA, ALABAMA 36701 
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July 21, 1975 
, Congressman Fernand J. St Germain 
Chairman 
Subcommittee on Financial Institutions 
Supervision, Regulation and Insurance 
Committee on Banking, Currency and Housing 
2129 Rayburn House Office Building 
Washington, D.C. 


Dear Mr. Chairman: 


a In response to your letter of July 2, 1975 I am submitting 

‘ herewith my answers to the questions you asked. I am also return- 
ing my edited transcript of my remarks at the June 26, 1975 hear- 
ings. 


Answer to Question 1: 

We certainly believe that banks must -- and do -- serve as 
investors in their communities. It is in a bank's self-interest 
to do so. A bank is chartered for a particular location so its 
economic base is rooted in that community. 


: As the questioning during the hearings on June 26 indicated, 
there is no easy demarcation of a bank's “community.” It certainly 
should not be defined along lines of zip code areas or census tracts. 
In many SMSAs, the entire SMSA may well constitute a downtown bank's 
market. Metropolitan Washington is such an example because of the 
large number of suburbanites who work and bank downtown. Moreover, 
investing in a community obviously is much more than making resi- 
dential mortgage loans. For instance, banks are major sources of 
business loans and consumer loans, and are major investors in State 
and local government obligations. 


Answer to Questicn 2: 

The proposal that a bank's charter be reviewed every five to 
ten years provides no solution to assuring that people seeking 
mortgage loans are not arbitrarily denied credit. Moreover, it 
could create new problems. As we mentioned on June 26, how could 
a lending institution make a 25-year mortgage loan or issue a 4- 


year certificate of deposit if it does not know whether or not its 
charter will be renewed a few years hence. 


Communities change over the years, and the type of community 
that a bank was chartered to serve may not necessarily be the same 
type of community today. Peoples Bank and Trust Company of Selma, 
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Sneer No. 2 


Alabama was chartered 73 years ago, and during that time community 
needs have changed considerably. Certainly a bank chartered at 

the turn of the century r° st have flexibility to respond to current 
community demands for services and be innovative enough to antici- 
pate future conditions requiring changes in bank operations. 


No single checklist could be developed for examiners to measure 
all banks' performances; each community is different and criteria 
for each community would be ever-changing. The creration of a free 

* market is the best way to determine if a financial institution is 
meeting the needs of its community. The flexibility and competi- 
tion in our financial system provide the safeguard that if one 
institution does not serve its community, another institution will 
seize the opportunity to do so if it makes good business sense. 


Answer to Question 3: 

In considering a mortgage loan application, a lender will 
evaluate two points. First, the lender will consider the "credit- 
worthiness" of the borrower, i.e., will he have the income to pay 
off the loan and does he have a history of paying his cebts promptly. 
Second, the lender will study the value of the property which will 
be the security for the mortgage loan. Higher risk will mean a 
higher rate charged and with State usury ceilings, the loan may 
‘not be possible at all. 


Business judgement is required by the individual loan officer 
or the loan committee involved to decide if the property will pro- 
vide the collateral necessary to recoup at least the remaining 
principal if the borrower should subsequently default on the loan. 
Not only will the loan officer need to consider theproperty and 
house itself, but he will need to consider such factors as aban- 
doned property in the neighborhood and t:he quality of municipal 
services supplied to the neighborhood -- schools, police, garbage 
collection, public transportation, etc. A lender who decides the 
property is declining in value and therefore denies the loan appli- 
cation is not the cause of the neighborhood decline, but is simply 
evaluating the current situation. 


Since the overwhelming number of mortgage loans are secured 
by the property, social and economic factors must be weighed as 
part of a lender's responsibilities. Such problems have no easy 
solutions, and are not problems lenders can solve alone. Solu- 
tions will require cooperative efforts by government officials, 
financial institutions, property owners and other members of the 

nN community. 


Answer to Question 4: 

A bank's responsibilities are three-fold: To depositors who 
seek a safe institution which will give them a fair return on their 
savings; to borrowers who seek funds at reasonable rates; and to 
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stockholders who invest in the bank. A bank's lending an@ invest- 
ment decisions mist balance these sometimes conflicting responsi- . 
bilities. Management must not be straightjacketed into making 

loans which subsequently will be questioned by bank examiners and 
stockholders. Any proposal to require a bank located in a declining 
urban area to put a specific percentage of its deposits into loans 
in a particular area will undermine the bank's ability to meet its 
responsibilities. The bank might lose the confidence of investors 
and find that closing its doors is the only course possible. This 
approach unfortunately would only deny the neighborhood any con- 
venient financial services. Force@ credit allocation cannot solve 
the many fundamental social and economic problems of our cities * 
which must be tackled in order fer private investment to be effec- 
tive. Solutions will require the leadership and resources of Fed- 
eral, State and local governments. 


Answer to Question 5: 

Since the ABA is now conducting a survey on urban economic 
development, we cannot give a detailed answer on the extent of bank 
involvement in coalitions to pool risks of lending in urban areas 
at this time. However, one example is the New York banks which 
have long been active in a pooled effort to revitalize the Bedford- 
Stuyvesant area of Brooklyn. 


Another example is a program which has the active support of 
banks in many of the larger cities -- the Urban Reinvestment Task 
Force, a joint effort of the Federal Home Loan Bank Board and the 
Department of Housing and Urban Development. The initial role of 
financial institutions is to help underwrite the organizing and 
Operating expenses. The second role of financial institutions is 
to make loans for acquisition and rehabilitation of homes in speci- 
fied urban neighborhoods. The 1974 Annual Report of Neighborhood 
Housing Services, Inc. of Pittsburgh, Pennsylvania, explains the 
program in that city and shows significant bank participation. In 
Dallas, Texas, 41 banks, all members of the Dallas clearing house 
association, are participating. Nine banks are helping to finance 
a similar effort in Chicago, Illinois. These are only three of 
approximately 20 cities where banks are involved in Urban Reinvest- 
ment Task Force projects which are already operational or are being 
planned. Details of the activities of this program should be avail- 
able from the Federal agencies. 


Answer to Question 6: : 

The Urban Reinvestment Task Force is certainly a start in 
having lenders work together on this problem. Although a pooled 
shared-risk arrangement does not lessen the risk of making a loan, 
it does sprea@ any subsequent loss among many lenders. The ABA 
feels that Congress should consider some type of special Federal 
mortgage insurance program. Perhaps your committee may want to 
work with municipal officials in determining how to make city-run 
programs operational. For instance, the city of Philadelphia has 
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recently proposed a city-financed mortgage insurance program cover- 
ing neighborhoods where deterioration has begun. 


While we think some type of co-insurance program would b:: heip- 
ful in providing a solution to the problem of urban disinvestment, 
we cannot begin to predict how effective co-insurance would be in 
encouraging lending until specifics of the program are developed. 


Answer to Question 7: ‘ 
(See answer to question 3.) 


{ hope these responses are useful to you and your subcommittee. 


Sincerely, 
Ke) Bprekbind 


Rex J. Morthland 


= AVCAN BANKERS ASSOCIATION 1120 CONNECTICUT AVENUE, N.W. WASHINGTON, 0.C. 20038 


(UECUTIVE DIRECTOR 
GERALD M. LOWRIE 
‘202/467-4007 


August 27, 1975 


The Honorable Fernand J. St Germain 
Chairman, Subcommittee on Financial 
Institutions Supervision, 
Regulation and Insurance 
Committee on Banking, Currency 

and Housing 

2129 Rayburn House Office Building 
Washington, D.C. 20515 


Dear Mr. Chairman: 


On June 26, 1975, Mr. Rex J. Morthland testified 
on H.R. 8024 on behalf of the American Bankers Association. 
In further response to a question asked by Representative 
Rousselot, I am enclosing our estimates of costs to banks 
which would be subject to the proposed requirements of 
H.R. 8024. 


I regret the delay in furnishing these estimates, 
but the research required considerable time. If we may pro- 
vide additional information, we would be pleased to do so. 


Sincerely, 


Gérald M. Lowrie 
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Estimated Cost of Allocating the Number and 
Amount of Mortgages and Savings and Time Accounts of Commercial 
Banks in SMSAs to Census Tracts 


A summary of bank costs under the disclosure provisions of HR 8024 
is provided on accompanying Table 1. The methods of estimations are de- 
scribed in the following and the underlying data o_o to the costs are 
provided in Tables 2 and 3. 


1. Mortgage Location Estimates 


A. Residential: Units cost for allocating commercial banks held 
mortgages to census tracts were based on charges currently made by the Cen- 
sus Bureau for such work. The charges are (1) $1.50 per address for man- 
ual determination of tract location; (2) 10 cents per mortgage with addresses 
already computer taped by banks with large numbers of mortgages made each year 
(1,000 or more); and (3) an estimated cost of 65 cents per mortgage was in- 
cluded to cover collating, sorting, aggregating and listing the number and 
amounts of mortgages located in each census tract. 


Total mortgages on residential property made each year were based on 
information and data from HUD and a compilation by the FDIC on residential 
mortgage holdings of banks on June 30, 1973. The results of a recent ABA 
study -- National Operations/Automation Survey 1975: A representative sample ° 
of 1,700 Banks -- provided percentages of banks by size classes with computer 
capability on mortgages. These percentages were adjusted to reflect a lower 
incidence of computer handling for one year's mortgage volume and were applied 
to the number of banks in SMSA's (5,500). The percentages for the smaller 
size classes of SMSA banks were adjusted to reflect a greater proportion of 
computer availability as compared with those outside of SMSAs. 


The percentages provided by the FDIC data on residential mortgage holdings, 
were applied to the estimated 659,000 1-4 family mortgages made by banks per 
year. To that number of mortgages loans was added an additional 1,500 multi- 
family mortgages made by banks. The total was rounded down to 660,000. 


HUD data were used to obtain the number of residential mortgages made that 
were remaining at year end. The data indicated about 9 percent of mortgages 
made were sold within a year. The cost of deleting these mortgages from the 
required information for mortgages madc was assumed to be about $.50 per mort- 
gage. (See Table 2). 


B. Non-Residential Mortgages: Data on the number of non-residential mort- 
gages made by barks are unascertainable. However, bank originations of non- 
residential mortgages over the past 2 years averaged about $10.4 billion. An 
average mortgage size of only $1.0 million would produce a total of some 10,000 
mortgages. At the same average cost of allocating these mortgages to census 
tracts as residential mortgages the total cost would be $16,200. (See Table 2). 


The overall cost obtained for the conversion of all mortgage locations 
to census tracts for the first year was $1.12 million. In subsequent years 


to allow for supplying cumulative information, the estimated cost was increased 
by 5% to $1.18 million. 


2. Savings and Time Account Location Estimates 


A. Existing Accounts: HR 8024 requires the disclosure of the number 
of savings accounts by census tracts at the end of the year. Savings accounts 
are defined as all accounts other than demand deposits. There are essentially 
two types of such accounts: Savings and time. FDIC data on the number of each 
type in SMSAs are availabie for December 31, 1972. Table 3 shows the projection of 
those accounts to 1974 and the application of a reasonable estimate of the 
number in each size class of banks and by the degree of automation in handling 
savings and time accounts similar to but not the same as for mortgages (See 
Table 3). In view of the likely greater incidence of computer use than on 
mortgages for collating, agsregating, sorting and listing the number and amounts 


of savings and time accounts, the cost of such work was reduced to 40 cents per 
account. 


B. New Accounts and Attrition: HR 8024 requires the above information 
plus new accounts and the outstanding accounts at the close of each year. Such 
figures are not available hut demographic and other information indicates that 
some 3 1/2 million new accounts sre opened each year, and some 1 3/4 million 
accounts are closed. It has been assumed that accounts closed would require 
only the deletion of existing data from census tracts. Therefore, no "“add-match" 
charge would be required for the conversion of closed accounts to census tracts. 


For time and other nondemand deposits, estimates of both new and maturing 


accounts produce much larger numbers than for savings accounts. This is because 
the average maturity of bank CDs -- each CD is considered a separate account -=- 


that comprise the bulk of time accounts and other accounts is somewhat over 

2 years. This divided into the number of time accounts in SMSA banks produces 

a turn-over rate of some 13.8 million accounts each year. A conservative estimate 
is that this represents the number of new accounts annually and that the attrition 
in existing accounts at 11.4 million would allow for a growth of about 2.4 
million net accounts per year. Thus, a total of 25.2 million accounts would 
require processing each year, in addition to supplying information on existing 
accounts in the first year. The degree of autowation among banks for new accounts 


and attrition was assumed to be the same as for existing accounts. (See Table 
3 continued). 


Accordingly, as indicated on Table 1, the total cost of supplying savings 
and time account data by census tract is about $131 million for the banking 
system in the first year and $25 -illion in subsequent years. 
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Table 1 


Estimated Cost of Providing Information on Census Tract 
Location of Mortgaged Property and Savings Account Holders 
Under HR 8024 for Commercial Banks in SMSAs 


Residential Mortgages (first year) 
Total made first year (number). ...ccserccccceresccccrcreceveen. 660 


Average cost per MOrtgage....seccecrececececcecsccsscessseeeees § 1,62 
Total cost of ccrversion to census tractS....c.cecesvcccccccveess $ 1,07 
Cost of eliminating sales first year: 
TOtAl NUMBEE. occ ese c ccc rcccsererrecerccvesserescssccceses 60 
Average cost per MOrtgage.....sceccccecccrcccseceresesesess $ 0.50 


Total cost of eliminating saleS......csesccrescverevecesvee @ -03 


TOCd) Cost FIFSE YOAE. 6 cc cece cic ccececsectecconsesesnesescs @ ke hO 


Nonresidential Mortgages (first year) 
Total made first Year... ccccccccccrecrvesvcreesesesseeseseenes 10 


Average COSt PEX MOTTGAGES.. ccc eeereeeeerssecvenecsnsesnccsseves 
Total cost of conversion to cenSus tractB......cseccceceseecece 
Cost of eliminating sales... .cccccccccnscncsccevevesenssscesers 


Total Cost of Mortgage Location (first VRE) cocci ccc sbasescaccece cies 


Total Cost of Mortgage Location (subsequent years) .....scscesesessece 
Savings and Time Accounts: i r 


First year: 
Existing Accounts: 


Savings (number of ACCOUNTS)... ccscccceereceseveersseere 
Average Cost Per ACCOUNT. ...sesececeneroescsssreressecee 


Total cost of conversion to census tracts $ 73.48 


Mime (number Of ACCOUNTS) bo .ccccewaccececcccciecesbetionss 28.0 
Average cost per account.....ccssccssccrcccccccecccccces § 1.16 


thousand 
million 
thousand 
million 
million 
thousand 


million 


million 


million 


million 


million 


million 


million 


Total cost of conversion to census tracts $ 32.40 


New Accounts and Attrition: 
Savings (number Of accounts) ......cccccccccceccscscceces 5.2 
AV@rage GCOSE PEF ACCOUNE.... cscs eceececcewsvercccrcceces § O90 


Total cost of conversion to census tracts 4.66 


Time (number of accounts)... 25.2 
Average cost per account......c.ccscncccccccccscrevcsess § 0.81 


million 


million 


million 


Total cost of conversion to census tracts _ $ 20,53 million 


Total Cost of Savings and Time Accounts (first year) $131.07 million 


Cost of Savings and Time Accounts (subsequent years) al $ 25.19 million 


* Less than $5,000. 


*. ’ 
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Table 2 
Data Underlying Estimated Cost of Reporting Number and Dollar 


Amounts vf Mortgages of Banks in SMSAs 


First Year 
A. Residential 


Banl:s by Asset Size Classes 
% millions 


Inder 10 10-25 25-100 100-500 & over 


Banks in oiSA's (Est) 710 1,560 2,375 657 198 
Percentage Automated 12% ISk ft 30% 55% 80% 
Banks Automated 85 . 234 712 361 158 


1-4 Family Mortgages: ‘ 
Dollar Amounts (Bil.) $0.38 $1.09 $2.09 $1.92 $4.13 
Percentage of Total 4.0% 11.3% 21.7% 20.0% 43.0% 100.0% 
Number of Mortyages (thous.) 
Total 26 74 143 132 283 658 
In Automated Banks 3 11 \ 43 Pay is 226 356 
In Nonautomated Banks 23 63 100 59 57 302 


Multi-family Mortgages (thous.) 2 
Total (thous.) ee : 660 


Cost Computation 


Mortgages (thousands) 
1. 70% of Mortgages in Automated Ban:s L/ 
2. Remaining Mortgages 
3. Total Mortgages 
Sosts ($ thousands): $0.10 x (1) above 
$1.50 x (2) above 
Other costs at $0.65 per mceteree 


Total 
__Average Cost Per Mortgage (dollars) 


B. Non-Residential 


Non-residential loans made by banks (in dollars) 
Divided by $1.0 million ner project (mortgages) 


Cost of allocating to census tracts ($1.62 per mortgage) 


i According to the Bureau of the Census, an average sf 39% of computer taped addresses 
cannot be "add-matched" to census tracts and therefore must be handled manually. 
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Table 3 
Number of Savings and Time Accounts of 
Commercial Banks in SMSAs,and Cost of Allocation to Census Tracts 


First Year 
A. Existing Accounts 


Bank by Deposit Size Classes 
($ millions) 


Number of Savings Accounts 
FDIC Data (thous.) 


December 1972 2/ 2,040 12,560 12,630 9,080 19,850 

% of Total 3.3% 20.3% 20.4% |~ 14.8% 32.1% 
Estimated, 

December 1974 2,140 13,130 13,200 9,580 20,760 
Percentage in Automated 

Banks (est) 30% 60% |, 75% 100% 
Number’ of Accounts: 

In Automated Banks 640 7,880 9,900 20,760 

In nonautomated Banks}; 1,500 5,250 3,300 0 


Number of Time and Other Nondemand Accounts 


FDIC Data (thous.): 


December 1972 2/ 2,120 3,640 3,770 2,520 

% of Total py 4) 19.7% 20.4% 13.7% 
Estimated, 

December 1974 3,220 5,520 5,710 3,840 
Percentage in Automate 

Banks (est) 45% 60% 75% 90% 
Number of Accounts: 

In Automated Banks 1,450 3,310 4,280 3,460 

In Nonautomated Bank: 1,170 2,210 1,430 380 


(Table 3-A Continued on next page) 


2/ Total amounts actual; distribution by size class of banks, estimated. 
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Table 3 
Continued) 


B. New Accounts and Attrition 
ene Ee ACCFition 


Savings Accounts (millions) 


Estimated New Accounts in SMSA Banks 
Estimated Attrition 

Total 

New Accounts in Automated Banks (x 78.0%) 
New Accounts in Non-automated Banks 


~~ NIN 
cio co 


“Ww 


Cost: (millions) $0.10 x 70% of (4) above (1.91 million) 3/ | 
: $1.50 x remaining new accounts 
(30% of (4) plus (5) or 1.59 million) 
$0.40 x 5.2 million 
Total 
Average Cost Per Account (dollars) 


Time and Other Nondemand Accounts (millions) 


Estimated New Accounts in SMSA Banks 
Estimated Attrition 

Total 

New Accounts in Automated Banks (x 75.8%) 
New Accounts in Nonautomated Banks 


Cost: (millions) $0.10 x 70% of (4) above ( 7,32 million) 3/ 
$1.50 x remaining accounts 
(30% of (4) plus (5) or 6.48 million) 
$0.40 x 25.2 million 
Total 
Average Cost Per Account (dollars) 


TOTAL Cost of New Accounts and Attrition (millions) 


3/ See Footnote 1 of this table. 
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Table 3 
(Continued) 


A. Cost Computation for existing Accounts 


Savings Accounts (millions) 


1. 70% of Accounts in Automated Banks 35.32 
2. Remaining Accounts 29.38 
3. Total 64.70 
Cost ($ millions): $0.10 x (1) above $ | 3.539 
$1.50 x (2) above 44.070 

$0.40 x 64.7 million 25.880 

Total ‘ iN $ 73.480 

Average Cost Per Account (dollars) $1.14 


Time and Other Nondemand Accounts (millions) 


1. 70% of Accounts in Automated Banks 14.86 
2. Remaining Accounts 13.14 
3. Total 28.00 
Cost ($ millions): $0.19 x (1) above : $ 1.490 
$1.50 x (2) above -> : ? 19.710 

$0.40 x 28.00 million ' 11.200 

Total $ 32.400 

Average Cost Per Account (dollars) . $1.16 
nnn 
Totai Cost of Exist Savings and Time Accounts $105 ..880 


e 
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July 2, 1975 


Mx. Harold W. Greenwood, Jr. 

President 

Midwest Federal Savings and Loan Association 
c/o National Savings and Loan League 

L1OR& 15th Street, N.W., Suite 400 
Washington, D.C. 20005 


Attention Mr. William L. Reynolds 
Executive Director 


Dear Mr. Greenwood: 


Permit me to express my appreciation and that of my Subcon- 
mittee for your testimony on behalf of the National Savings and 
Loan League and your response tc questions on June 26. 


A copy of the transcript containing your remarks before the 
Subcommittee has been delivered to the League’s Washington 
office. We would greatly appreciate your maxing the neces7* 
corrections as soon as possible and returning the transcri t : 
later than July 11, so that your remarks as revised may aprea. 
in the printed hearing record. 


While reviewing the transcripts, a number of unresvived 
questions have been revealed which wea are seeking responses to prior 
to the continuation of our hearings on mortgage disclosure, scheduled 
for July 14. To make certain that you are afforded every possible 
opportunit.7 to respond comprehensively, I wish now to raise a number 
of clarifying questions citing approximate transcrint pages. 


1) Oa pace 5 of your statement, you state that before this type of 
legislation is adopted, we nad better be certain that the guidelines 
as to market values, provei’ appraisal techniques and good credit 
research are clearly soelled out.” Could you tell us is this 
something you feel should be incorporated in the legislation? Is 
it something that could be cone by the suoervisory agencies and, 
if so, wnat guidelines ckould be established? 


55-937 O - 75 - pt.3-7 


ir, Uarold W. Sreenwood, Jr. July 2, 1975 


2) Eow should a financial institution view its responsibility to serve 
the commmity in which the main office is located? Is it to merely 
serve as a depository — or should te institution equally serve 
as an investor ir the commnity? 


alee oe eine ee ee 
location of your 
that 


review 
and any subsequent branch 
institution is meeting the needs of tue commnity, it was designated 
that 


How and who makes the determination that an area is a “high risk" 
loan area? 


T£ tt: majority of an institution's savings deposits are received 
form & so-called "high-risk" area, should that institution have a 
responsibility to rainvest a proportion of that money back into the 
area? 


Vittually all of the association witnesses stated that a lending 
inscitution located in a declining area cannot assume the risk for 


shared-risk arrangement, such as a co-insuranes prosran, 

provide sufficient comercial and residential investment capital 
to begin to tum around the process in a declining neichborhood? 
Tf the underwriting standards for the insuring acency remained 
umchanged, and it would esgume the major portion of the risk, 
could vou estimate the extent to which such a co-insurance program 
would encourage lenders to make rore capital available in declining 
areas? Could this lead to an FHA-type process? 


| 


BEST COPY AVAILABLE i 


Mr. Harold W.) Breenwood, Jr. -3- July 2, 1975 
h 


3) We all recognime the fiduciary respmsibility of financial institutions 


or define a risky loan? Aren't there 
has had the capital.and security, but the determination was made by 
the institution that the area was declining thus denied the loan? 


I refer to pege 6 of Mr. Belsky's prepared statement citing a recent 
voluntary disclosure program where the individuals in a so-called 
high risk area possessed comsiderable financial resources. Have you 
taken similar surveys in what you categorize high risk areas? 


Again, I wish to express my appreciation for your cooperation 
in this matter. : 


Sincerely, 


Fernand J. St Germain 
Chairman 


POStG:aih 


JUL “14 4975 


MIDWEST FEDERAL 


201 NICOLLET MALL « MINNEAPOLIS, MINN. 55492 


July 10, 1975 


The Honorable Fernand J. St. Germain 
House of Representatives 
Washington, D.C. 20515 


Dear Congressman St. Germain: 


In the following response | hope to clarify some of the points 
made in my testimony before your Committee on June 26. 


1. | believe guidelines as to market values, proper appraisal 
techniques and good credit research should be spelled out and 
incorporated in the legislation. These guidelines should be 
established by supervisory agencies, etc. 


2. The financial institution should serve the area in the 

best way possible -- both as a depository and an investor. 
However, there is no direct relation of denosit ratios and 
numbers of loans that should be made. This is a myth. In 

many areas people save money and never intend to take out a 
mortgage loan. For instance, in most large communities there 
are whole neighborhoods of elderly and retired people occupying 
rental property rather than purchasing a home. This parti- 
cular segment of our population holds a great amount of savings 
accounts in financial institutions. 


3. This pertains largely to new outlying growth areas where 
needs are entirely different than those in the central city 
areas or, for that matter, within city limits. 


4. Market values must reflect deterioration which might take 
place in the future or has taken place in the past. 


5. No. 
6. The Federal Home Loan Bank Board has set up an urban task 


force to provide captial for some of the declining areas on 
a joint venture basis. 
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The Honorable Fernand J. St. Germain 
-2- July 10, 1975 


{ 
7. 1 believe the FHA 235 and 236 programs are designed to 
assist those particular areas. 


8° =6No. < 


If legislation is to be passed on this issue, | urge that 
the supervisory agencies monitor the program rather than 
citizen groups which may have a tendency +o rule on emotion 
rather than facts and statistics. 


Youys truly, 


oy ale lL ) a. eeuwod! 


Harold W. Greenwood, Jr. 
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July 23, 1975 


Mr. Larry Bailey 
U. S. Conference of Mayors 
1520 I Street, N. W. 


Washington, DBD. C. 
Dear Mr. Bailey: 


I would like to express my appreciation and that 
of my subcommittee for the testimony of Mayor Berry and his 
vary helpful responses to questions on July 14. 


A copy of the transcript containing his remarks before 
the subcommittee is enclosed. WwW» would appreciate your mak- 
ing the necessary corrections as soon as possible and resum- 
ing the transcript no later than Augustl so that Mayor 
Berry's remacks may appear in the printed hearing record. 
Additionally, as the subcommittee intends to draft a clean 
bill based upon the comments from witnesses, we would appre- 
ciate the responses to these questions by Aygust 3. 


x 


Since Mayor Berry was unable to be present for the 
entire day, we a:+ taking tne opportunity to submit additional 
questions the responses to which will be of assistance to the 
subcommittee in its consideration of mortgace disclosure. 


1. In your mpetings with national and regional of- 
ficials of fhe Federal Home Loaa Bank Board and local finan- 
cial institution officials, what did you find their reaction 
to be with respect to the disclosure of savings acpounts and 
loans by zip codes or census tracts, and the requiring of 
such information either in a prospective manner only or 
also retroactively for a reasonable period of time? 


ME. wAETY paLlLey 
- Page 2 
July 23, 1975 


2. Does your city have a viable rehabikitation industry? 
Are local companies specializs*ig in rehabilitation, licensed 
and fully bonded? Are they e. :ouraged to bid on FHA-acquired 
property, are such units ‘nspected by city code enforcement 
personnel or is the FHA appraisal and inspection system relied 
upon? How would you categorize the FHA inspection assessment? 


3. With the adoption of the redlining resolution, does 
the Conference of Majors intend to develop a comprehensive 
picture of redlining practices. in the central city and sububban 
areas? Have you or do you {ntend to work with other Ohio mayors 
to develop the facts and to explore options now available by 
lecal governments to deal with the problem? 


4. Assuming the passage of Title III of H.R. 8024 
how would you, as a mayor utilize the information received, 
to encourage centra’ city development and preservation? 


.5. This subcommittee recently increased ‘eposit in-. 
surance to $40,000 per account and authorized savings and 
loan associations and credit unions to serve as public fund 
depositories; providing 100 percent insurance up to $100,000 
per account. Has any attempt ben made to designate financial 
institutions serving inner city areas as a depository for 
such public funds? Would you be in favor of 100 percent insurance 
for all public deposits, without limit, for these institutions 
that make a fair amount of mortgage funds and rehabilitation 
funds available in central cities? To assist you in the 
preparation of the response to this question, I am enclosing 
copies of the responses of Mayor Mergell and Councilman John- 
son to the same question at the hearings on July 14. 


6. In your prepared remarks, you refer to city or- 
danances adopted or proposed in Chicago, tiilwaukee, Boston, 
Minneapolis and St. Paul which would encourage reinvestment 
in inrer poe, | areas. Has a similar ordinance been considered 
in Cincinnati? Have tax abatement measures been considered 
as either an alternative or supplement to such an ordinance? 


7. What has been the City of Cincinnati's experience 
in enforcing building code standards in inner city~areas? 
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Nas any consideration been given to adopting more stringent 
standards in areas where disinvestment is pravalent in an 
attempt to upgrade these neighborhoods? 


8. Please describe your community development block 
grant applications process. oe 


to aid us in determining the extent to which 
local governments have made a commitment to serve the needs 
of inner city residents. 


9. On page 180 of the enclosed transcript you referred 
to a Cincinnati study completed in August, 1974, which ascer- 
tained the relationship between the flow of both private and 
public funds and minority concentration in certain areas. We 
would appreciate a copy of that staly. 


iv. Arguments have been raised by opponents of the 
mot¢gage disclosure legislation stating that the lack of 
reinvestment is due to the lack of demand for mortgages on inner 
city properties. How do you feel the subcommittee could deter- 
mine how great « demand for such mortgages has been made on 
financial institutions other than through a iist of rejected 
mortgage applications? Could you give us an estimate of the 
number of individuals in Cincinnati whose requests do not 
reach the application level because of the policies of finan- 
cial institutions? 


ll. To what extent do you feel the statutory remedies 
available to those persons who have been the victims of red- 
lining practices are successful in alleviating the problem? 
In addition are there inadequacies in the investigatory and 
hearing procedures involved in the administration of such a 
statute? 


12. In conclusion, I would like to refer you to the 
studies conducted by the Federal Reserve Board and the Comp- 
troller of the Currency, copies of which are enclosed. We 
would be most interested in any comments yov may have with 
respect to any similar problems that have arisen in Cincinnati. 


Mr. Larry Bailey 
‘Page 4 
July 23, 1975 


Again, I wish to express my appreciation for your 
assistance on this matter. 
Sincerely, 


«a 


Fernand J. St Germain 
Chairman 


PJStG:1Bh 
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Gity of Ginrinnati 


THEODORE M. BERRY OFFICE OF THE MAYOR 
x MAYOR 
August 11, 1975 


Congreseman Fernand J. St Geruuin 
Chairman 


Subcommittee on Financial Institutions 


benerits should off-set the relatively minor edditional workload. 


2. The City has phased out the Operation Kehabilitatioa Program which produced 
6,000 units and an investment of $75 Million in rebebilitation housing. The 
Section 312 HUD-essisted . ‘nsbilitation program produced $1 Million in rehabilite~ 

In addition, the Community Development Program allocated a $1.4 
Million Rebabilitatica Revolving Loan Fund for 1975-76. That program may be 
increased to $2 Million in 1976-1977. 


Local rehabilitation contractors are not currently bonded. 
FHA encourages bidding on FHA units needing various degrees of rehabilitation. 


3. The Conference of Mayors should be contacted i= regard to their future = 
activities for this area. 


Equal Opportunity Employer 
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Congreseman St Germain Page 2 August 11, 1975 


hk, The City Administration would be requested to work with the finance industry 
and the local commmities to encourage the use of this information in achieving 
additional investment in the City. 


5. An effort is being made in that direction where possible and economically 
feasible. 


One hundred yercest insurance for public deposits would be helpful, however, 
the “without limit” clause should be eliminated in favor of ressonable qualifications 
for said insurance. f 


6. The City Administration has been studying the ordinances passed by the Cities 
mentioned in your letter end will make recommendations. 


Tax abatement legislation is available in Ohio end is currently being 
sidered in relation to proposed projects in Cincinnati. ; 


T- The City has utilized the Section 312 Program in Code Enforcement areas end 
has been successful in those arees with a house-by-house inspection progres. 


8. A copy of our Commnity Devaloyment Block Grant application 1s attached. 
council considerstions end recommendations to City Council. The 


neighborhood programs by census tract. 
The majority of the funds were allocated to inner city areas. Materia) veferred 0 


vefained tn Comm tee Files. 


Congressmen Gradison, it wes received end ordered 
Herewith is submitted a Supplementary Study completed 


10. There is, of course, no way of determining the extent of need for macy in 
the inner city. It is an extremely complex relationship of housing need, housing 
supply and tae cspacity to meet financial needs that are involved. Many 
applicants are refused consideration without written applications. 


Congreseman St Germain Page 3 August 11, 1975 


ll. We, of course, do not believe that the statutory remedies are adequate 
and this is why we support Title Three, H.R. 8024. 


12. Thank you for the copy of the studies conducted by the Federal Reserve 
Board and the Comptroller of the Currency. Since I just returned from vacation, 
Z have not had time to review these but will provide some response to you in 
light of your desire to have it available as quickly as possible. 


“lalate 


Theodore M. Berry, 
Mayor 


Attachments 
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Prepared 
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by 
Debra S. licKee 
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PURPOSE 


This supplementary study to the original "Housing Analysis in Oakley, Bond 
Hill, and Evanston (January 1960 - April 1974) - Financial Investment Patterns" 
stucy was undertaken in June 1974, The purpose of this supplementary study has 
been to examine the cleed records of all previous owner mortgages awarded in the 
three samplec areas of Oakley, Bond Hill, and Evanston back to January 1960. 
This supplementary study had no specific hypothesis - but rather has been pe 


effort to give fuller results - data for the three sampled areas in each 


community. The oritinal study only completed a mortgage analysis for the 


present owrers of the property in the sempled areas. This supplementary study, 


like the original study, has only dealt with the first mortgage on the property 


and not with second or third mortgages. 


CONCLUSIONS 


The examination of previous owner mortgage deeds undertaken in this 
sucplementary study have not altered the findings of the original study - 
"Housing Analysis in Oakley, Bond Hill, and Evanston." Although numbers end 
percentages have been changed by this additional information, these changes 
have not been significant enough to alter the original study findings. The 
findings of the original study - with changes in numbers and percentages 


included - will be reiterated. 


This research has shown that less privete monies and more publically 
guaranteed monies went into Evanston, 2 predominately black neighborhooc, and 


Bond Hill, a racially changing neighborhood. An examination of investment data 


§5-937 O - 75 - pt.3 -8 
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has showm that regerding the total dollcrs invested rer community, Cincinnati 


lencine institutions invested 92.7 percent, “7.6 percent, 73.3 percent in Oakley, 


Bond Hill, end Zvanston respectively. The investment data has elso indicct2d 
thet 7.3 percent, 52.4 percent, 26.7 percent of the total dollars invested in 


Oakley, Bond Hill, and %vanston respectively heve come from out-of-town lending 


institutions. 


Investment dete indicates thet Cincinnati lending institutions are net 
sponsorine FHA loens to a erect extent in the three sampled communities. 
Research has shown that local lendine institutions ere not stitching to invest- 
ment via Government guarenteed monies in the racially changing or predominately 
t.ack communities, RATHE. , THE <2SEUANCE FOR THIS STUDY HAS SHOIMN! THAT 
GQNCIIGATI LEUDING INSTITUTIONS ARE NOT INV=STIUG AS MUCH MONEY (PEXCEIHTAGE 
“£8%), “HETHE. PRIVAT® MONIES Oi PUBLICALLY GUARANTEED HOLIES, Il! THE PREDOLITIIA- 
TLY BLACK (EVANSTON) AND THE TRANSITIONAL (BOND HILL) HEIGHBORHOODS 4S COMPARED 


‘D THE PREDOMIUATELY "NITE iT IGHBORHOOD (OAKLEY). 


As in the orisinal study, the non-conventional monies investec in the 
ampled Svanston enc Bond Hill communities have been primerily from out-of-town 
.encing institutions. This indication that Cincinnati lending institutions are 
not covering hich risk, Government puarantced loens, reises the cuestion of 
whether local lending institutions’ investment patterns are to be defined as 


Onservetive ections or disinvestment. 


The original study noted that the racial composition of the Evenston 
community bezan to chanzve in the 1959's and that further investication night 


inc.cate that Cincinnati lending institutions have reinvested in “vanston es it 
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passed through transition and became a predominately black neighborhood. 
Research recarding the type of loan and date of loan for both present and 
previous owners hes indicated that local lending institutions heve funded a 


smaller and smaller percentage of the loans - whether Conventional or FHA - in 


Evanston. Cincinnati lending institutions have not funded a large percentage 


of the loans granted in the Evanston sampled community since 1965, It appears 
that as the sampled Evanston community became more predominately black 
Cincinnati lending institutions disinvested in the community. The investment 
data for the sampled Bond Hill community indicates that local lending institu- 
tions have not funded a large percentage of the loans granted in the community 
since Decomber 1966. Only 37 percent of the loans granted in the sampled Bond 
Hill community after December 1966 were funded through local: lending institu- 


tions. 


Given the above data, the investigation of previous owner mortgage infor- 
mation has not only reinforced - or verified the original findings, but has 
further indicated that Cincinnati lending institutions heve disinvest2d in the 
sampled Bond Hill and Evanston communities as they became transitional and 
predominetely black communities. As of January 1967, 86 percent, 16 percent, 
enc 30 percent of the total loans granted in Oakley, Bond Hill, and Evanston 
respectively have been locally funded. THIS ADDITIONAL INFORMATION EVEN MORE 

" SERIOUSLY INDICATES THAT THE AACTAL COMPOSITION OF THE NEIGHBORHOODS HAS BEEN 
‘HE DETERMINING FACTOR If VH'THER CINCINNATI LENDING INSTITUTIONS INVESTED 


SNIES Ii] THE THREE SAMPLED COMMUNITIES AT ALL, 
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As in the case of the original study, the data from the sampled neizhborhoods 
cannct pinpoint specific incidents of racial discrimination; however, can be 
concluded that there was a visible pattern of disinvestment on the part of 
Cincinnati lending institutions created by racially changing and predominately 
black neighborhoods. As indicated in the original study, the basic characters 
of the three sampled neizhborhoods were very similar. An approximate five to 
six rercent semple was taken of one census tract in each of the three communi- 
ties and the researcher considered this to be a lerge enough sample to indicate 
the general character of the whole neighborhood. It should agein be stated 
thet the researcher hes assumed that a one census block or in some cases a tro 
census bloc« sample of representative housing per community, not impacted by 
negative factors, has been representative of the individual neighborhoods 
semplec. It can be assumed, based on the sample sizes, that if the sample per 


neighborhood wes increased unifcrmly in all three communities the sample results 


a 
yietded would be the seme or at least very similar to the results crovided by 


this research. Given these assumptions regardiny sample size representation, 


all of the foregoing conclusions have been base! on the ceveloped sample date. 


OPENATIOUAL DEFINITLOUS 


Except for the two additions listed below, the operational definitions for 
this supplementary study are the same as those listed and defined on pages 1 


through 4 in the original study. 
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Previous Owmers - Previous owners refer to the previous owners of the semplec 
sroperty in the three communities for the time frame of this 
study (January 1960 - April 1974). If a previous omer 
purchased the property before Januery 1960, but ownec the 
property in Jenuary 1960, the deed information was included 
in this supplementary study. 


Previous Omer - Previous owmer end present owner data is that data obtained 

[end when the present owner information developed in the original 

Present Owner study is combined with the previous owner data developed: in 
Data this supplementary study. 


VETHODCLOGY 


Mertpage Deeds 


This study exemined the mortgage ceed information for the previous owner 
mortraces evariec in the sempiec areas of Oakley, Bond Hill, end Evanston back 
to January 1930. See the original study, pages 4 - 7, for a description of the 
selection of communities, the sample, and the. involved Census Blocks. The name 
_ of the previous owner was obtained from the cata sheets of the original study. 
The mortgege deed information, found in the Hamilton County Court House Recorder's 
Office and Registered Lend Office, vrovided information regerding the type of 
loan averced, the name and address of the mortgagee, the amount of the loan, 


and in most cases the percent interest to be paid on the awarded loan. 


Cost of Property Celculations 


The property deeds of previous owners - back to January 1960 - listed the 
amount of tax paid on the ourchased property and the date of transfer. As 
indicated in the original report, the amount of taxes indicated on the property 
owner ceod was used cs the basis for calculating the cost of the property. The 


amount of the taxes shown on the deed for the perioé ti:rough December 1967 was 
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based on one dollar and ten cents per thousand dollars ($1.10/$1,000) of the 


purchase price. The amount of taxes shown on the property ceeds for the period 


.1968 to the present wes based on one dollar per thousend dollars ($1.00/$1,00C) 
of the purchase orice. The amount of taxes shorm on the property deeds was 
suppose to be within five hundred dollars ($500), plus or minus, of the actual 


ourchase price. 


Down-Payment Calculation 


The amount of down-payment wes also included in the acquired supplementary 
information. The amount of down-payment was determined in the same manner 
indicated in the original study. Thus, the amount of down-payment was obtained 
by subtracting the amount of the loen from the calculated cost of the property. 
The percent of down-payment was determined by dividing the amount of down-pay- 
ment by the total calculated cost of the property. As in the original study, 
the individual percent of down-payment for each piece of property in the sampled 
census blocks of Oakley, Bond Hit!, and Evanston was used to determine the 
everege percent of dowm-payment per type of loan (Conventional, FHA, or VA) 
in each community. These average percents of dowm-payment per type of loan 
were compared to cetermine any significant differences regercing percent dowm-~ 


peyment amone the three sampled community areas. (See Appendix, pages 25 and 26) 


The type of loan and amount of loan date (mortgage deeds) has been tabu- 
lated on all the previous owners ver community (back to January 1960) and 
correlated with the same data already collected and tabulated for the present 


owners of property for the sampled areas in the original study. 


DATA AND ANALYSIS 


The original study indicated the following present owner - type of loan 


information: 


TABLE 1 
TYPE OF LOAit 
Present Owner Data** 
OAKLEY BOND HILL EVANSTON 


Type of Total Per- Total Per- Total Per- 
Loan Humber centage Number centage Number centage 


Conventional 30 63 16 33 29 59 
FHA 5 14 25 52 19 39 
VA { 6) 7 15 1 2 


Total Loans/ 
Per Community 36 48 49 


* Date applies to the entire sampled Census Block(s). 


** Data gathered from present owner mortgage deeds. 
This data was taken from the original study. 


An examination of previous owner mortgage and property deeds has indicated 
that there were 20 loans granted to previous owners of the property sampled in 
Oakley (back to January 1960). Seventeen (17) of the loans granted to previous 
owners were Conventional loans; 3 were FHA loans. None of the previous owners 
(back to January 1960) had been awarded VA loans. Of the total 27 previous 


owners 7 had no loans reco_ded on their property. 
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There vrer2 45 previous owners of the sampled property in Bond Hill. _Twenty- 
for (24) of these previous owners had no loans recorded for their sesouies A 
total of 21 loans were granted to the previous owners of the sampled property 
in the Bond Hill community. Of these 21 loans 12 were Conventional loans, 8 


were FHA loans, and one was a VA loan, 


There were 22 previous owners of property in the sempled area of the 


Evanston community. Tourteen (14) previous owners had no loans recorded for 
their property. A totel of eight loans were ewarded to previous owners of the 
sampled Evanston property. Seven previous owner loans were Conventional; one 
was FHA. There were no V/A loans awarded to previous owners of the sampled 


property in the “vanston community. 


A combination of the present and previous owner type of loan data for the 
sampled areas of Cakley, Bond Hill, and Evanston from January 1960 until April 


1974 yielded the following type of ‘oar information. 
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TABLE 2 
TYPE OF LOAII* 


revious Owner and Present Owner Data** 


OAKLEY BOND HILL EVALSTON 
Type of Total Per- Total Per- Total Per- 
Loan Number centage** Number centage? umber centager** 


Conventional 28 41 


FHA 33 46 
VA § 12 


Total Loans/ 
Per Community 56 69 


* Data gathered from the present and previous owner mortgece 
deeds and applies to the entire sampled Census Block(s) 
in each community. 


Previous owner mortgage deed information and present 
owner mortgage deed information were added together 

to obtain this information. Previous owners refer to 
the previous owners of the sampled property in the 
three sampled communities for the time frame of this 
study (January 1960 - April 1974). If a previous owner 
purchased the property before Jenuary 1960, but owned 
the property in January 1960, the mortgage deed 
information was included in this data. 


Percentages besed on the total number of loans cranted 
in each community. 


A comparison of the Present Owner/Type Loan data (original study informa- 
tion - Teble 1) and Present Owner and Previous Owner/Type of Loan data 
(previous owner type of loan data end present owner type of loan data added 


together - Table 2) yielded the following type of loan percent changes. 


Oakley 


The percent of Conventional loens (84 percent) for the Oakley sampled 
community for both present and previous owners back to January 1960 increased 


one percent over the present owner/type of loan data (53 percent). The percent 


of FHA loans (14 percent) for the present and previous ownér/type of loan data 


remzined the same as thet provided by the original present owtier/type of loan: 
deta. The enalysis of present owmer and previous ormer/type of loan data 
indicated a ore percent decrease in VA loans as compared to the present 


otmer/type of loan information developed in the original study. 
Bond Hill 


The present and previous owner/type of loan data (Previous owner/type of 
loan date and present owmer/type of loan data edded together - Table 2) 
developed for the sampled area of Bond Hill in this supplementary study indicates 
en & percent increese in Conventional loans, a 4 peréent decrease in FHA loans, 
and 2 3 percent increase in VA loans over the original study present owner/type 


of loan date (Table 1). 
Evanston 


The present and previous crmer/type of loan cata (Previous owmer/type of 
loan data and present owmer/type of loan date added together - Table 2) 
developed for the sampled area of Evanston in this supplementary study Sissiien 
a 4 percent increese in Conventional loans, a 4 percent decrease in FHA loans, 
an¢ no change in the percent of VA loans granted when compared to the original 


study present owner/type of loan data (Table 1). 
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Although the above analysis of Table 1 (Present Owner/Type of Loan data) 
and Table 2 (Present and Previous Owner/Type of Loan data) indicated percentage 
chenres for the types of loans granted, the sampled Bond Hill community still 
maintained the lergest percentage (40 percent) of FHA loans as compared <o 
Evenston's 35 percent FHA loans and Oakley's 14 percent FHA loans. The sampled 
Oakley community still maintained the largest percentage (04 percent) of 
Conventional loans as compared to Evanston's 63 percent Conventional loans and 


Bond Hill's 41 percent Conventional loans. 


Census Data 


The changes in percentages per type of loan raised the question of whether 


or not the conclusions of the original study based on the present owner/type of 


loan date were effected. 

Since Bond ‘ill and Oakley maintained the largest percentages of FHA and 
Conventional loans respectively by similar percentages to those found in the 
original study and the Census date analysis was based on 1960 and 1970 data 
there has been no change or elteration (except the exact percentages) in the 
conclusions regerding Census data. It can, therefore, still be concluded that: 

1. INCOME WAS NOT THE DETERMINING FACTOR FOR THE, TYPE OF LGAN 

(COUVENTIOUAL, FHA, VA) GiAITED, 

THE EDUCATIONAL LEVEL APPEARS TO HAVE LITTLE BEARING (LESS 
THAN A THOUSAND DOLLA DIFFERENCE) OM THE INCOM" LEVEL. 
OCCUPATION DOES LOT /PPE/R TC BE THR DETERMINING FACTOR IN 
THE TYPE OF LOAIH ANARDED. 

THS CCIDITION OF THE HOUSIWG DOES NOT APPEAR TO BE THE 
DETERMTiING FACTOR Tl THE GiAiTING OF FHA LOANS. 
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5. IT IS. QUESTIONABLE THAT THE AVERAGE DOLLAR VALUE OF THE OMIER 
OCCUPIED HOMES "AS THE DETERMINING FACTOR IN THE TYPE OF LOAN 


GRANTED. 


LATA INDICATTS THAT THE FERCEUTAG? OF OITR OCCUPIED HOMES ~ 
A STABILITY FACTOR ~ "'AS NOT THD DETERMINING FACTOR Il! THE 


TYPE OF LOAN GRALITED. 


SINCE NOME OF THE SIX VARIABLES (INCOME, EDUCATION, OCCUPATION, 


CONDITION OF HOUSING, AVERAGE DOLLAR VALUE OF THE ONHER 


OCCUPIED HOMES, PERCENTAGE OF OWNER OCCUPIED HOMES) APPEARED 


TO BE DETERMING FACTORS Ii! THE GRANTING OF FHA LOANS, THE 
RACIAL COMPOSITION OF THE THREE COMMUNITIES MUST SERIOUSLY 


BE CONSIDERED AS THE MAJOR DETERMING FACTOR. 


Investment-Disinvestment 

As indicated in the original study, FHA loans should prevent disinvestment 
in the communities on the part of local lending institutions since the 
Government stands good for the loan. Disinvestment would be indicated by the 
ebsence of local lending institution funds in the community. Disinvestment 


ould also be indicated by the influx of out-of-town lending institution monies. 


Jakley 


fn examination of the previous owner mortgage deeds indicates that a total 
of $220,331 was invested in the sampled area of the Calley community via 


Conventional, FH, and VA loans through previous ormers. Of the total $220,831 


12 


1351 


invested $176,231 and $44,600 were for Conventional loans and FHA loans 


respectively. No previous owner mortgage monies were for VA loans. 
Bond Hill 


There was a total of $315,750 invested in the sampled Bond Hil! area for 
previous owner mortgages. Of the total monies ($315,750) invested in the 


sampled Bond Hill area through previous owners $166,250, $137,600 and $11,900 


were invested for Conventional loans, FHA loans, and VA loans respectively. 


Evanston 


Of the total $99,900 invested in the sampled Evanston community through 
previous owner mortgages $83,000 and $16,900 were for Conventional loans and 


FHA loans respectively. Wo previous owner mortgage monies were for VA loans. 


The following data wes developed from the present omer mortgage deeds in 
the three subject sampled communities in the original study. 
TABLE 3 
OUNEN DATA ONLY 


Cincinnati Out-of-Town 
Investments investments 


Total Percentage Percentage 
Dollars of Total of Total 
Communi ty* iInvested* Dollars Invested* Dollars Invested* 
Oakley $368, 2co 92.5 7.9 
Bond Hill $788,600 43.2 56.8 
Evanston $747,650 71.9 27.9 


=z Date epplies to the entire sampled Census: Block(s). 
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A combination of the data develope? for previous owner's of property in the 
sampled area of each community and the present owner local-out-of-town 
investment/disinvestment data provided the following information. 

TABLE 4* 
PRESENT AND.PREVIOUS OWNER INVESTMENT DATA‘ 


Cincinnati Cut-of-Town 
Investments Investments 


Total Percentage Percentrize 
: Dollars .* of Total of Tote’ 
Communi ty Invested Dollars Invested Dollars invested 


Oakley $ 6€9,031 92.7 1.3 
“$564, 700) ($ 44,331) 


Bond Hill $1,094,550 47.6 52.4 
($521,200) (973,390) 


Evenston $ 847,550. 133 96.7 
($621,650) ($225,900) 


Data applies to the entire sampled Census Block(s). 
Previous owner date developed for this study and 


present owner date from the original study were 
eéded together. 


As in the original study, a comparison of the data for the three sampled 
communities, based on the above Table, indicates that locel lending institu- 
tions have heavily invested in the Oakley community and have invested a smaller 
percentage of the total dollars invested in the Evanston (73:3 percent) and the 
Bond Hill (47.6 percent) communities. The percentages of out-of-town invest=. 
ments in Bond Hill (52.4 percent) end Evanston (26.7 percent) indicetes 2 lack 
of investment in these two communities on the part of Cincinnati lending 
institutions. As in the original study, THIS RAISES THE QUESTION OF LOCAL 
DISINVESTMENT IN THE PREDOMINATELY BLACK (EVAISTOI!) AMD RACIALLY CHANGING 


(BOD HILL) NEIGHBORHOODS. 
1g 
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The following Table, based on present owner and previous owner mortgage. 


deed information, ‘further illustrates local loves taansedistaver tient patterns, 


TABLE 5 
Z ve : TYPE OF LOA 
ms LOCAL INVESTMENT - DISINVESTHENTW* 


Previous Owner and Present Owner Datat* 


COLIVENTIOUAL FHA VA 
PERCENTAGE Hiei PERCENTAGE* tk PERCENTAGE Wik oc 


Out-of- Out-of- | Out-of- 
Community Local Town Local Town Local Town 


Oakley 99.7 3 64.6 35.4 100 wren 


Bond Hill 100 16.7 83.3 27.1 72.9 


Evanston 97.8 2.2 28.0 72.0 . senee 100 


4 


* Data applies to the entire sampled Census Block(s). 


wk Information gathered from present and previous owner 
mortgage deeds. 


Previous ormer mortgage deed information developed 
for this study and present owner mortgage deed 
information developed in the original study were nibiboad, 


The Locai and Out-of-Town percentages are based on the 
total number of loans granted. per type of loan in each - 
sampled coemnt ty: 


Oakley 


Of the total dollars invesved ($609,031) in Oakley via present owmers and 


previous owners (beck to January 1960), 77.6 percent wes for locally funded 
Conventional loans, 12.9 percent was for FHA loans funded locally, and 2.1 


percent was for VA loans funded locally. Ninety-two point seven (92.7) percent 
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of the total dollars invested ($609,031) was for locally funded loans. Point 
two (.2) percent of the total dollers invested in the sempled Oakley community 
(Jenuery 1960 until April 1974) was for Conventional loans funded through out- 
oZ-town lending institutions. Seven (7) percent of the total dollars invested 
in the sampled Oakley community for the time freme of this study wes for FHA 
loans funded through out-of-town lending institutions. There were no Vé. loans 


“funded throuvh out-of~tom lending institutions for Oakley (Janvary 196C until 


April 1974). Seven point three (7:3) percent of the total dollars invested 


($609,031) was for out-of-town funded loans. 
Boné Hill 


For the 1260 to present time-frame of this study $1,094,550 (dollars) were 
invested in the Bond Hill community via present and previous ormer mortgages. 
Thirty-five poiat five (35.5) percent, 8.7 percent, 3.4 percent of the total 
dollars invested ($1,094,550) were for locally funded Conventional, FHA, and 
VA loans respectively. Forty-seven point six (47.6) percent c- the total dollars 
invested ($1,094,559) was for locally funded loans. one c. whe Conventional 
loans in the sampled Bond Hill community were funced Hisouck out-of~town 
lending institutions. Forty-three point two (43.2) percent of the total dollars 
invested in th: sampled Bond Hill area was for FHA loans sponsored by out-of- 
tom lending institutions, 9.2 percent of the total dollars invested in Bond 
Hill wes for VA loens sponsored by out-of-town lending institutions. Fifty-two 
point four (52.4) percent of the totel dollars iuvest: ($1,094,55C) was for 


out-of-torwm funded loans, 


Evanston © 


The total dollers invested in the sampled Evanston community was $847,550 


~ 


for the time frame of this study (Jenuary 1960 until April 1974). Of the total 


dollars avenbee, 64.3 percent was for Conventional loans funded locally, 9.0 
percent was for FHA loans funded locally. There wore no VA-loans grented in 
the sampled Evanston communi ty which were funded through local lending 
institutions. Gedenty-ihves point three (73,3) percent of ‘the total dollars 
invested §847,550) tne fox locally funded loans. One point five (1.5) percent 
of the total dollars invested ($847,550) was for Conventional loans funded 
through out-of-town lending institutions, 23.2 percent of the total dollers 
invested was for FHA loans sponsored by out-of-town lending institutions, and 
2.¢ vercent. wes’ for Vi loans funded by out-of-town lending institutions. 
Twenty-six point seven: (26.7) percent of the total dollars invested ($847,550) 


was for out-of-town funded loans. 


The vrevious owner mortgage data along with the present owner mortgage data 
still indicates that local lending institutions have invested in Oakley, Bond Hill, 
and Evanston primarily through Cocaine: ie. As Table 5 indicates, only 
in Oakley have the local lending institutions invested a great percentage of 
the FHA monies that went into a community. Since Oakley is a predominately 
white community, this has serious implications for the local lending patterns 
esteblishec in Bond Hill and Evanston, which are the racially changing and 


predominately black neighborhoods. 
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The majority of monies for FHA loans in Bond Hill (83.3 percent) and 


Evanston (72.0 percent) are from out-of-town lending institutions. The same 


holds true for VA loans, where we see 72.9 percent and 100 percent of the monies 
for VA loans in Bond Hill and Evanston respectively came from out-of-town 
lending institutions. One hundred (100) percent of the VA monies for the 
sampled Oakley community came from local lending institutions. THESE ABOVE- 
MENTIONED PACTS POINT OUT A PATTERN OF DISINVESTMENT BY LOCAL LENDING INSTITU- 
TIONS IN THE BOND HILL AND EVANSTCN COMMUNITIES AND INDICATES THAT LOCAL DIS- 
INVESTMENT MAY QUITE POSSIBLY BE DUE TO THE RACIAL COMPOSITION OF THE 


NEIGHBORHOOD. 


Year of Loan 
An analysie of the previous owner and present owner mortgages data also 
indicated the year the owners incurred their first mortgages. A year by year 


accounting of this data can be found ‘n the Appendix, pages 48-51, 


Oakley 

All loans examined for the sampled Oakley community before January 1967 
were locally funded. There were no FHA loans granted in the sampled Oakley 
community before January 1967. The one VA loan granted before January 1957 
was locally funded. Eighty-six percent (18 loans) of the.loans granted in the 
sampled Ockley ccmrunity after December 1966 until April.1974 were locally 
funded; whereas, 14 percent (3 loans) were funded through out-of-town lending 
institutions. Ninety-two (92) percent (12 loans) of the 13 Conventional loana 


granted after December 1966 were locally funded; 8 percent (1 loan) was funded 


18 


1357 


through an out-of-tcwn lending institution. Of the eight FHA loena granted in 
the sempled Oakley community after December 1966, 62 percent (5 loans) were 


. locally funded; 38 percent (3 loans) were funded through out -of-town lending — 


institutions, One hundred (109) percent of the FHA loans granted in the sampled 


Oakley community were made after December 1966, Sixty-two (62) percent (5 loans) 
of these FHA loans were locally funded; whereas, 38 percent (3 leans) were funded 


through out-of-town lending institutions. 


Bond Hill 

Ninety-five percent (95) of the loans examined in this study. granted before 
January 1967 were locally funded, Only 16 percent (8 loans) of the.loans 
granted in the sampied Bond Hill community from January 1967 until April 1974 
were locally funded Conventional loans. Sisty-nine (69) percent of the loans 
gr ed in the Bond Hill community from January 1967 until April 1974 were FHA 
loans. One hundred percent (100) of the FHA loans granted in the Bond Hill 
community for the time frame of this study (January 1960 until April 1974) were 
made efter December 1966. Twenty-one (21) percent cf these 33 FEA loans were 
funded through local lending instituticns; whereas, 79 percent were funded 
through out-of-town lending institutions. Sixteen (16) percent of ail loans 
granted in the sampled Bond Hill community since Janutry 1957 were for VA loans. 
Twenty-nine (29) percent’ (2 loans) of these VA loans came from local lending 
institutions; whereas, 71 percent ‘came through out-of-town Lending institutions. 
In essence, only ‘37 percent of the loans granted in the sampled Bond Hill 


community after December 1966 were funded through local lending institutions. 


19 


1358 


The. above :tnformat ton \indicates disinvestment in the sampled -Bend-Hill . --. 
community on-the part of local lending instituticas. This disinvestment began. 
after. Decenber 1965, Since-dn examination of six'significant variables studied 
in this supplementary stady and the original study showed that median :family 
income, ‘median: educat ioral ‘level, occupation, condition of housing, average 
dollar value of owner occupied homes, andthe number of owner occupied homes 
were not determining factors in the granting of ‘Conventional or FHA loans, 
attention must again be directed to the racial composition of the Bond Hill 
tamiaiecntid as the determining factor for the type of loan granted. As noted in 
the onieins’ atudy, Bond Aill = undergoing a racial composition change from 


1960 to 1970, a Mill decane from a predominanetly white population in 1960 


to an almost ‘50 percent eink Deriat tos in 1970. 


Evanston 
Thirty-seven (37) loans examined for the sampled Evanston community in 

this study were granted before January 1967, Ninety-two (92) percent of these 
37 loans were funded locally; 8 percent were funded through out-of-town lending 
institutions. Eighty-nirte (89) percent and 11 percent of the loans granted in. 
the sampled Evenston community before January 1967 were fcr Conventional loans 
(33 loans) and FHA loans (4 loans) respectively, Ninety-seven (97) percent . 
(32 loans). and three percent (1 loan) of the 33 Conventional loans granted 
before January 1967 were locally funded and out-of-town funded respectively, 
Of the four FHA loans granted before Jenuary 1967,.50 percent were locally 


funded, 50 percent out-of-town funded. 
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There were 20 loans granted in the sampled Evanston community.after December 
1966. Fifteen. (15) percent, 80 percent, and 5 percent of. these 20 loans were 
for Conventional loans, FHA, loane, and VA loans respectively. Six of the 20 
loans granted in the sampled Evanston community (30 percent): were locally funded, 
70 percent were funded through out-of-town lending institutions; One hundred 
(100) peeceer - all 3 Conventional loens were funded locally. Only 18 percent 
(3 loans) of the 16 FHA loans were funded locally; whereas, 82 percent (13 FHA 
loans) were funded through out - ~of- ~town Lending institutions. The one VA loan 
granted was funded eevee en out-of- -town lending institution. 


The spied apical community hee changed from a transitional rescasaice d 


to a predentunucely bi.ack community from 1960 to ‘1974, Evanston changed from a 


21 -ercent bleck population in 1960 to an almost 95 percent black population 


in 1970. Again, the original study and supplementary study determined that 
none of the six eigniftcune variables (ecdten family income, median OEE 
level, occupation, cost of housing, average dollar value of owner occupied 
homes, number: of ower occupied homes) appeared to be the determining fectors 
of the type of loan granted. To reiterate the conclusion of the original study, 
THIS: SERIOUSLY RAISES THE QUESTION THAT THE RACIAL COMPOSITION OF THE NEIGHBOR~ 
HOODS DETERMINED THE TYPE OF LOAN GRANTED PER COMMUNITY BY CINCINNATI LENDING 


INSTITUTIONS. 


CONCLUSIONS REITERATZD 


The examination of previoue owner mortgage deeds undertaken in this 


supplementary study have not altered the findings of the original study - 
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“Housing Analysis in Oakley, Bond Hill, and Evanston." Although numbers and 


percentages have been changed by this additional informatiog, these changes 


have not. been significant enough to alter the original study findings. The 


findings of the original study - with changes in numbers and percentages 


included - will be re-stated,. 


This research hes shown that less private monies and more publically 
guaranteed monies went into Evanston, a predominantely black neighborhood, and 
Bond Hill, a racially changing neighborhood. An examination of investment 
data has shown that regarding the total dollars invested per community, 
Cincinnati lending inectitutions invested 92.7 percent, 47.6 percent, 73.3 
percent in Oakley, Bond Hill, and Evanston respectively. The investment data 
has also indiccted that 7.3 percent, 52.4 percent, 26.7 percent of the total 
dollars invested in Oakley, Bond Hill, end Evanston respectively have come from 


out-of-town leniling inetitutions. 


Investment data indicates tnat Cincinnati lending institutions are not 
sponsoring FHA loans to a great extent in the three sampled commmities. 
Research has shown that local lending institutions arc not switching to invest- 
ment via Government guaranteed monies in the racially chengirg or predeminantely 
black communities. RATHER, THE RESEARCH FOR THIS STUDY HAS SHOWN THAT 
CINCINNATI LENDING INSTITUTIONS ARE NOT INVESTING AS MUCH MONEY (PERCENTAGE 
WISE) , WHETHER PRIVATE MONIES OR PUBLICALLY GUARANTEED MONIES, IN THE PRE- 
DOMINATELY BLACK (EVANSTON) AND THE TRANSITIONAL (BOND HILL) NEIGHBORHOODS AS 


COMPARED TO THE PREDCMINATELY WHIEZE NEIGHBORHOOD (OAKLEY). 


22 


1361 


As in the original study, the non-Conventional monies invested in the 
sampled Evanston and Bond Hill communities have been primarily from out-of-town 
lending institutions. This indication that Cincinnati lending inet icut ions 


aré not covering high risk, Government guaranteed loans, raises the question 


of whether lecel lending institutions’ investment patterns are to be defined 


as conservative actions or d1ainvestuent. 

The origine!l study noted thet a oe asain of the Evanston 
community. began to change in the 1950's and that further investigation might 
indicate that Cincinnati lending institutions have zeinvested in Evanston as 
it passed through transition and became a predominately black neighborheod. 
Research. regarding the type of loen and date cf loan for both present and pre- 
vious ownerg has indicated that local lending institutions have funded.a. 
smaller and eralier percentage of the loans - whether Conventional or FHA- ~. 
in Evanston, Cincinnati lending institutions have not funded a large percentage 
of the loans granted in the Evanston sampled community since 1965. It appears 
that as the sampled Evanston ecmmunity became more predominately black Cincinnati 
lending institutions disinvested in the community. The investment data for 
the sampled Bond Fill community indicates that loaal iending institutions have 
not funded a lerge percentage of the loans granted in the community since 
December 1966. Only 36 percent of the loans granted in the sampled Bond -Hill 


community after December 1966 were funded through local lending institutions. 


Given the above data, the investigation of previous owner mortgage infor- 
mation has not only reinforced - or verified the original findings, but has 


further indicated that Cincinnati lending institutions have disinvested in the 
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sampled Bond Hill and Evanston communities as they became transitional and 
predominately black communities. As of January 1967, 86 percent, 16 percent 
and 30 percent of the total loans granted in Oakley, Bond Hill, and Evanaton 
respectively have been locally funded. THIS ADDITIONAL INFORMATION EVEN MORE 
SERIOUSLY INDICATES THAT TIE RACIAL COMPOSITION OF THE NEIGHBORHOOD HAS BEEN 


THE DETERMINING FACTOR IN WHETHER CINCINNATI LENDING INSTITUTIONS INVESTED 


MONIES IN THE THREL SAMPLED COMMUNITIES AT ALL. 


As in the case of the original study, the data from the sampled neighborhpods 
Sendct pinpoint specific incidents of racial discrimination; however, it can be 
concluded that there wes a visible pattern of disinvestment on the prt of 
Cincinnati lending institutions created by racially changing and predominately 
black neighborhoods, As indicated in the original study, the basic characters 
of the three sempled neighborhoods were very similar. An approximate five to 
eix percent sample was taken of one census tract in each of the three communities 
and the researcher considered this to be a large enough sample to indicate the 
general character cf the whole neighborhood. It should ageia be stated that 
the researcher hes essumed that a oie census block or in some cases a two census 
black sarple of represertctive housing per community, not impacted by negative 
factors, has been representative of the individual neighborhoods sampled, It 
can be assumed, based on the sample sizes, that if the sample per neighborhood 
was increased uniformly in all three communities the sample results yielded 
would be the same or at least very similar to the results provided by; this 
research. Given these assumptions regarding sample size representation, all 


of the foregoing conclusions have been based on the developed sample data. 
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APPENDIX 


AVERAGE PERCENT OF DOWN-PAYMENT FOR SAMPLED CENSUS BLOCKS 


Oakley ; 


There were 47 Conventioralloans granted in the sampled Census Biock of 
Oakley during the January 1960 to April 1974 time frame of this study, The 
percent of down-payment was indeterminate for 9 of these Conventional loans, 
The average percent of down-payment for the remaining 38 Conveiltional loans 
was 26.9. The percent of down-payment was not available for one of the 8 
FHA loans granted in the sampled Oakley community. The average percent of 
down-payment: for the 7 remaining FHA loans granted in Oakley was 1.8. The 
percent of down-payment for the one VA loan awarded in the sampled area of 
the Oakley community was 10, 

Bond Hill 

The percent of down-payment for two of the 28 Conventional loans granted 
in the sampled area of the Bond e6it’ Gemmantiy (January 1960 until April 1974) 
was indeterminate, The average percent of down-payment for the 26 remaining 
Conventional loaris was 24.4, The percent of down payment was not available 
for one of the 33 FHA loans granted in the Bond Hili community. The ‘average 
percent of down-payment for the remaining 32 FHA loans was 2.5. The average 
percent of down-payment for the 8 VA loans awarded in the sampled Bond Hill 
community was 2.0, 

Evanston 
The percent of down-payment for 3 of the 36 Genventional loans granted 


in the sampled Evarston community was not available. The average percent of 
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down-payment for the remaining 33 Conventional loans was 25,1. The percent 
of down-payment was not available for one of the 20 FHA loans awarded in the 
Evanstor: sumpled community. The average percent of down-payment for the 
remainf. 7 19-FHA loans was 6.3., There was no down-payment for the one VA 


odnm granted: in.the sampled Evanston Community. 


There .is..little significant difference regarding the average percent of 


down-payment for Conventional loans in the three sampled communities, The 
average percents of down-payment for Conventional loans were 26.9 percent, 
24.4 percent, and 25.1 percent for Oakley, Bond Hill, and Evanston 
respectively. 

The average percents of down-payment for FHA loans were 1.8 percent, 
2.5 percent, and 6.3 percent for Oakley, Bond Hill, and Evanston respectively. 
Although there is a slight difference (.7 difference) between the average 
percent of down-payment for FHA loans in Oakley and Bond Hill, .the greatest 
difference here is Evanston's 6,3 average percent of down-payment for FHA 
loans as compared to Oakley's 1.8 and Bond Hill's 2,5 average percent of 
down-payment for FHA loans. 

The percent of down-payment for the one VA loan granted in Oakley was 
10, The average percent of down-payment for the 8 VA Joans awarded in Bond 
Hill was 2.0; whereas, there was no down-payment for the one VA loan granted 


in Evanston. 


The following previous owner Investment Summary is based on previous 
owner mortgage deed information found in the Hamilton County Recorder's 


Offies and Registered Land Office, Hamilton County Court House. 


The feflowing data applies only to the sampted Census Block(s) in each 


community. 


Previous owners refer to the previous owners of the sampled property in 

the three communities for the time frame of this study (January 1960- 
April 1974). If a previous owner purchased the property before January 
1960, but owned the property in January 1960, the mortgage deed information 


was included in this date (when available). 


1367 


TABLE 6 
INVESTMENT SURVEY 


OUT-OF-TOWN LENDING INSTITUTIONS 
(Previous Owner Data Only) 


Name and Address Community Type of Loan Amount Invested 
per Community in 


Dollars 


Advance Mortgage Bond Hill FHA 20,100 
Corporation Bond Hill FHA 16,100 
TOTAL 36,200 


Allied Mortgage Inc Oakley Conventional 1,331 
Cleveland Ohio 


Jay F. Zook, Inc. Bond Hill FHA 15,800 
Cleveland, Ohio Bond Hill 18,200 
34,000 


Kissel Company Bond Hill “a 11,900 
Springfield, Chio Bond Hill 15,300 
Bond Hill 16,600 


Mortgage Securities 
Inc. Oakley Conventional 
Cleveland, Ohio Evanston FHA 

TOTAL 


Shaker Savings Bond Hill 
Association 
Shaker Heights, Ohio 


The following previous owner Investment Summary is based on previous 
owner mortgage deed information found in the Hamilton County Recorder's 
Office and R gistered Land Office, Hamilton County Court House. 


The following data applies only to the sampled Census Block(s) in each 
community. 


Previous owners refer to the previous owners of the sampled property in the 
three communities for the time frame of this study (January 1960-April 1974). 
If a previcus owner purchased the property before Janyary 1960, but owned 
the property in January 1960, the mortgage deed information was included in 
this data (when available). 
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TABLE 7 


INVESTMENT SUMMARY 


LOCAL LENDING INSTITUTIONS 
(Previous Owner Data Only) 


Name and Address Community Type of Loan Amount Invested 
Per Community 


in Dollars 


American Home Savings Evanston Conventional 12 ,500 
Association 


Aragon Savings & Loan 
Company Oakley Conventional 9,300 


Bamble Federal Savings 
& Loan Association Oakley Conventional 


Bond Hill Building 
Association Company Bond Hill Conventional 


Central Trust Company Bond Hill FHA 
Oakley 
TOTAL 


Clifton Heights Loan Evanston Conventional 
& Building Company 


Enterprise Building Bond Hill Conventional 
& Loan Association 
Company 


First National Bank Bond Hill Conventional 
of Cincinnati 


First Savings & Loan 
Association Oakley Conventional 
Oakley Convent ional 
Bond Hill Conventional 
TOTAL 


Foundation Savings & Bond Hill Conventional 
Loan Company 


Gem Federal Savings & Oakley Conventional 
Loan Oakley Conventional 
Evanston Conventional 


1370 


TABLE 7 
(Con't.) 


INVESTMENT SUMMARY 


LOCAL LENDING INSTITUTIONS 
(Previous Owner Data Only) 


Name and Address Community Type of Loan Amount Invested 
Per Community in 


Dollars 
rere mmenenenen renee eS 


Hillsdale Loan & Evanston Conventional 10,500 
Building Company 
of Cinvinnati 


Home State Savings Ozkley Conventional 16,500 
Association 


Hunter Savings Evanston Conventional 12,500 
Association 


Keystone Savings Bend Hill Conventional 14,300 
Association Bond Hill Conventional 12,700 
27,000 


Midwest Mortgage Oakley FHA 15,700 
Corporation 


Mt. Lookout Savings Oakley Conventional 13,900 
& Loan 


Mutual Savings & Oakley Conventional 14,500 
Loan Company 


National Building Bond Hill _ Conventional 12,000 
Association Co. Bond Hill ' Conventional 14,500 
TOTAL 26,500 


North Cincinnati Loan Oakley Conventional 8,500 
& Building Co. 


Northside Bank & Bond Hill Conventional 7,000 
Trust Co. 


Norwood -Hyde Fark Oakley Conventional 
Bank & Trust 


Oakley Building & Oakley Conventional 
Loan Company 
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TABLE 7 


INVESTMENT SUMMARY 
(Con't) 
LOCAL LENDING INSTITUTIONS 
(Previous Owner Data Only) 


AMOUNT INVESTED 
PER COMMUNITY 
NAME AND ADDRESS COMMUNITY TYPE OF LOAN IN_ DOLLARS 


Oakmont Savings and Oakley Conventional 14,000 
Loan Company 


Paramount Savings and . Bond Hill Conventional 11,000 
Loan Company Evanston Convent ional 17,000 
TOTAL 28,000 


Provident Bank Oakley Conventional 5,000 


Ringgold Building and Oakley Conventional 15,500 
Loan Company 


St. Bernard Loan and Bond Hill Conventional 34,000 
Building Association 


Company 


Thrift Savings and Oakley Conventional 9,000 
Loan Company 


Westwood Homestead Evanston Convent ional 
Savings and Loan 
Association 
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The following previous owner Investment Summary Breakdown is based on 
previous owner mortgage deed information found in the Hamilton County 
Recorder's Office and Registered Land Office, Hamilton County Court House. 


The following data applied only to the sampled Census Block(s) in each 
community. 


Previous owners refer to the previous owners of the sampled property 
in the three communities for the time frame of this study (January 
1960 - April 1974). If a previous owner purchased the property before 
January 1960, but owned the property in January 1960, the mortgage 
deed information was included in this daza (when available). 
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TABLE 8 


INVESTMENT SUMMARY BREAKDOWN - PER COMMUNITY 
(Previous Owner Data Only) 


-_CONVENTIO! LOANS - 
NAME OF COMPANY 
Aragon Savings and Loan Co. 
Bamble Federal Savings and Loan Association 
First Savings and Loan Association 
Gem Federal Savings and Loan Association 
Home State Savings Association 
Mt. Lookout Savings and Loan 
Mutual Savines and Loan Company 


North Cincinnati Loan and Building 
Company 


Norwood-Hyde Park Bank and Trust 

Oakley Building and Loan Company 

Oakmont Savings and Loan Company 
Provident Bank 

Ringgold Building and Loan Company 

Thrift Savings and Loan Company 

OAKLEY - CONVENTIONAL LOANS - OUT-OF-TOWN 


Allied Mortgage Inc. 
Cleveland, Ohio 


Mortgages Securities, Inc. 
Cleveland, Ohio 


OAKLEY - FHE LOANS - LOCAL 
Central Trust Company 


Midwest Mortgage Corporation 
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TABLE 8 
(Con't) 
INVESTMENT SUMMARY B - PER COMMUNITY 
(Previous Owner Data Only) 
BOND HILL - CONVENTIONAL LOANS - LOCAL 
NAME OF COMPANY TOTAL AMOUNT OF LOANS IN DOLLARS 
Bond Hill Building Association Company 11,500 


Enterprise Building and Loan 15,750 
Association Company 


First National Bank of Cincinnati 8,000 
First Savings and Loan Association 13,500 
Foundation Savings and Loan Company 12,000 
Heystone Savings Association 27,000 
National Building Association Company 26,500 
Northside Bank and Trust Compsny 7,000 
Paramount Savings and Loan Company 11,000 


St. Bernard Loan and Building 34,000 
Association Company 


BOND HILL - FHA LOANS - LOCAL 
Central Trust Company 18,700 


Advance Mortgage Corporation 38,200 
Detroit, Michigan 


Jay F, Zook, Inc. 34,000 
Cleveland, Ohio 


Kiesell Company 31, 900 
Springfield, Ohio 


Shaker Savings Association 16,800 
Shaker Heights, Ohio 


(Previous Owner Data Only) 


BOND HILL - VA LOANS - OUT-OF-TOWN 
NAME OF COMPANY 


Kissell Company 
Springfield, Ohio 


- ITT - 
American Home Savings Association 
Clifton Heighte Loan and Building Company 
Gem Federal Savings and Lern Associetion 


Hillsdale Loan and Building 
Company of Cincinnati 


Hunter Savings Association 
Paramount Savings and Loan Company 


Westwood Homestead Savings and 
Loen Association 


EVANSTON - FHA LOANS - OUT-OF-TOWN 


Mortgage Securities Inc. 
Cleveland, Ohio 


‘AL AMOUNT OF LOANS IN 


11,900 


12,500 
12,000 

8,000 
10,500 


12,500 
17.000 
10,500 
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TABLE 9 


The following previous owner and present owner Investment Summary is 
based on the previoug owner and present owner mortgage deed informa- 
tion found in the hamilton County Recorder's Office and Registered 
Land Office, Hamilton County Court House. 


The following data applies only to the sampled Census ‘Block(e) in each 
community. 


The previous owner mortgage Heed information and present owner mortgage 
deed information were added together to obtain this information. 
Previous owners refer to the previous owers of the sempled property in 
the three communities for the time frame of this study (January 1960 ~ 
April 1974). If a previous ower purchased the property before 

January 1960, but owned the property in January 1960, the mortgage deed 
information was included in this data (when available). 


OUT-OF-TOWN ING TUTIONS 
(Previous Owner and Present Owner Data) 


NAME OF COMPANY 


Advance Mortgage Corp. Oakley 

Detroit, Michigan Bond Hill 
Bond Hill 
Bond Hill 
Evanston VA 


Allied Mortgage Inc. Oakley Conventional 
Cleveland, Ohio 


Citizens Mortgage Corp. Bond Hill FHA 
Springfield,Ohio 


Jay F, Zook, Inc. Bond Hill 

Cleveland, Ohio Bond Hill FHA 
Bond Hill FHA 
Evanston FHA 
Bond Hill VA 


Rissell Company Oakley Convent ional 
Springfield, Ok’o Bond Hill 
Bond Hill 
Bond Hill 
Evanston 
Bond Hill 


soomernethew emma 
TOTAL 176,350 


Leader Mortgage Co. bond Hill 18,150 
Cleveland, Ohio 


Lumberman's Mortgage Co. Bond Hill 18,750 
Columbus, Ohio 
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TABLE 9 
INVESTMENT SUMMARY 


OUT-OF-TOWN LENDING INSTITUTIONS (Con't) 
(Previous Owner and Present Owner Data) 


NAME OF COMPANY COMMUNITY TYPE OF LOAN 


Mel*’on National Evanston FHA 
Mo: .gage Co, 
C’aveland, Ohio 


Mortgage Securities Inc, Oakley Conventional 
Cleveland, Ohio Evanston THA 
Evanston FHA 


National First Bond Hill FHA 
Mort gage Corp. 
Canton, Ohio 


Newton Building and Evanston Conventional 
Loan Association 

Company 

Newton, Ohio 


Ohio Savings Association Bond Hill 16,100 


Pan Ohio Mortgage Inc. Bond Hill 34, 800 
Columbus, Ohio Bond Hill 15,600 
TOTAL 50,400 


Shaker Savings Bond Hill 16,800 
Association 
Shaker, Heights, Ohio 


U.S. Savings Association Bond Hill 39,800 
of Cleveland 
Cleveland, Ohio 
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TABLE 10 


The following previous owner and present owner Investment Summary is 
based on the previous owner and present owner mortgage deed information 
found in the Hamilton County Recorder's Office and Registered Land Office, 
Hamilton County Court House. 


The following data epplies only to the sampled Census Block( s) in each 
community. 


The previous owner mortgage deed information and present owner mortgage 
deed information were added together to obtain this data. Previous 
owners refer to the previous owners of the sampled property in the three 
communities for the time frame of this study (January 1960 - April 1974). 
If a previous owner purchased the property before January 1960, but 
owned the property in January 1960, the mortgage deed information was 
included in this data (when available). 
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TABLE 10 
INVESTMENT SUMMARY 
PREVIOUS OUNER AND PRESENT OWNER DATs 


fMOUNT INVESTED 
PER COMMUNITY 
TAME OF COMPANY COMMUNITY TYPE OF LOAN IN DOLLARS | 


American Home Savings Evanston Conventional 12,500 
Association 


American Savings and Oakley Conventional 
Loan Co. Evanston Conventional 


Aragon Savings and Oakley Conventional 
Loan Co. Oakley Conventional 


Bamble Federal Savings Oakley Conventional 
and Loan Association 


Bond Hill Building Bond Hill Conventional 
Association Co. 


Buckeye Federal Bond Hill FHA 
Savings and Loan 


Buckeye Loan and Evanston Conventional 9,000 
Building Co. 


Buckeye Savings Bond Hill Conventional 17,550 
Association 


Businessmen's Federal Bond Hill Conventional 13,500 


Calhoun Loan and Oekley  . Conventional 14,500 
Building Co. 


Central Hyde Park Oakley Conventional 11,000 
Savings and Loan Co. 


Central Progressive Oakley Conventional 16,800 
Savings Association 


Centrel Trust Co. Oakley FHA 15,000 
Bond Hidel FHA 
Bond Hill VA 
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TABLE 10 


INVESTMENT SUMMARY 
LOCAL LENDING INSTITUTIONS 
PREVIOUS ONNER- AND PRESENT OWNER DATA (Con' t) 
AMOUI'T INVESTED 
PER COMMUNITY 
NAME OF COMPANY COMMUNITY TYPE OF LOAN IN DOLLARS 


Clifton Heights Evanston Conventional 8,000 
Loan and Building Co. Evanston Conventional 12,000 
20,000 


Colerain Savings and Oakley Conventional 15,000 
Loan Association 


Concordia Building Bond Hill Conventional 12,500 
Association 


Connecticut General Bond Hill Conventional 10,000 
Life Insurence 


Cottage Building and Oakley Conventional 12,000 
Loan Association 


Cottage Savings Assoc. Bond Hill Conventional 22,400 


Eagle Savings Assoc. Bond Hill Conventional 15,200 
Evanston Conventional 18,800 


34 5000 


Enterprise Building and Bond Hill Conventional 15,750 
Loan Association Co. 


Fidelity Federal Bond Hill Conventional 
Savings Assoc. Evanston Conventional 


Fifth Third Union Oakley FHA 
Trust Co. Oakley Conventional 
Oakley VA 


Findlay Loan and Evanston Conventional 
Building Co. 


First National Bank Bond Hill Conventional 
of Cincinnati Evanston FHA 
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TABLE 10 


INVESTMENT SUMMIAR 
LOCAL LENDING goa ernie 
PLE TYE Ai LOE! "NEN DATA (Con't) 


AHOUL'T INVESTED 
PE. COMMUNITY 
NAME OF COMPANY COMMUNITY TYPE OF LOAi! In DOLLAAS 


First Savings end Oakley Conventional 10,000 
Loan Association Oakley Conventional 12,000 
Oakley Conventional 19,000 

Bond Hill Conventional 13,500 

45,500 


Foundation Savings Bond Hill Cenventional 72,000 
and Loan Co. Bond Hill Conventional 12,000 
64,066 


Frenklin Savings Oakley Conventional 
end Loan Co. 


Fundamental Loan and Oakiey Conventional 
Building Co. 


GEli Fecexs l Savings Oakley Conventional 
and Loan «.ssociation Oakley Conventional 
Oakley Conventional 
Evanston Conventional 
Tvanston Conventional 


Hillsdale Loan and Evanston Conventional 
Building Co. of 
Cincinnat! 


dome Federal Savings Oakley Conventional 
and Loan Co. Bond Hill Conventional 


Home/Main Savings Evanston Conventional 
Association 


Home State Savings Oakley Conventional 
Association Oakley Conventional 
Evanston Conventional 
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TABLE 10 
INVESTMENT SUMMARY 


PROS ORE Pee Onin DATA (Con' t) 


AMOUNT INVESTED 
PEX COMMUNITY 
HAME OF COMPAIY TYPE OF Losi! Ii! DOLLAKS 


Hunter Savings Evanston Conventional 12,500 
Association 


Hyde Park Savings Oakley Conventional 9,000 
and Loan Co. 


Industrial Federal Evanston FHA 17,000 
Savings end Loan Assoc. 


Keystone Savings Bond Hill Conventional 14, 300 
Association Bond Hill Conventional 12,700 
27,900 


Liberal Savings and Evenston Conventional 9,500 
Loan Co. 


L. HM. Primack Bond Hill FHA. 30,800 


Lockland Building and Evanston Conventional 9,500 
Loen Association 


Losentiville Buiiding Evanston Conventional 
and Savings Co. 


Madison Building Oakley Conventional 


Association Evanston Conventional 


Midwest Mortgage Corp. Oakley THA 
Bone Hill FHA 


Mohawk Savings enz Bond Hill Conventional 
Loan Co. 


Molitor Loan and Evenston Conventional 
Building Co. 


Nonnerch Building and Zvanston Conventional 
Loan Association 


Mortgage éssoc. Inc. Bond Hill FHA 
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TABLE 10 


INVESTMENT SUIG“ARY 
LOCAL LENDING INSTITUTIONS 
PREVIOUS OMNER AND PRESENT OUNER DATA (Con't) 


AMOUNT INVESTED 
PEK COMMUNITY 
NAME OF COMPALY COMMUNITY TYPE OF LOAN IN DOLLARS 


Nt. Leokout Savings Oakley Conventional 13,900 
and Loan Evanston Conventional 18,100 
32,000 


Mutual Savings and Oakley Conventional 14,500 
Loan Co. Evanston Conventional 11,800 
26,300 


National Building Bond Hill Conventional 12,900 
Association Co. Bond Hill Conventional 14,500 
28,500 


Horth Cincinnati Loan Oekley Conventional 8,500 
and Building Co. 


North Hyde Park Sevings Oakley Conventional 2,400 
and Loan Co. 


Worthside Bank and Bond Hill Conventional 7,000 
Trust Co. 


Norwood-Hyde Park Oakley Conventional 
Bank € Trust 


Oakley Building Oakley Conventional 
and Loan Co. Oakley Conventional 
Oakley Improved Building [Evanston Conventional 


and Loan Co. 


Oalmont Savings and Oakley Conventional 
Loan Co. 


O'Bryonsville Building Evanston Conventional 
and Loan Co. 


Ohio Savings and Evenston Conventional 
Loan Association 


Paremount Savings and Bond Hill Conventional 
Loan Company Evenston Conventional 
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TABLE 16 


INVESTMENT SUMMARY 


LOCAL LENDING INSTITUTIONS 
PRE TM. AND PAESENT ONER DATA (Cont) 


AMOUNT INVESTED 
PER COMMUNITY 
NAME OF COMPANY COMMUNITY TYPE OF LOAN Ti]_ DOLLARS 


Peoples Building end Bond Hill Conventional 15, 200 
Loan Association 


Permenent Federal Savings Oakley Conventional 
and Loan Association 


Provident Bank Oakley Conventional 
Provident Savings Bank Oakley Conventional 
and Trust Co. Bond Hill Conventional 
Prudential Insurance Oakley Conventional 


Co. of ‘merica 


Ringzold Building and Oakley Conventional 
Loan Company 


Security Savings and Bond Hill Conventional 
Loan Co. 


Seventh ‘lard Loan and Oakley Conventional 
Building Company 


Southern Ohio Wational Evanston FHA 
Bank 


St. Bernard Loan and Bond Hill Conventional 
Building /ssociation 


State of Ohio Evanston Conventional 
Thrift Savings and Oakley Conventional 


Loan Co. Oakley Conventional 


Tri-State Savings and Evanston Conventional 
Loan 
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TABLE 10 


TVESTUHT SURUEY 
LCCAL LENDING INSTITUTIONS 
PREVI US Olle. AND PRESENT OUMSR DATL (Con' t) 


AMOUND INVESTED 
PER COMMUNITY 
LALts OF CCMPASY COMMUNITY TYPE OF LO/I' Ii], DOLLARS 


Twentieth Century Tvanston Conventional 10,500 
Building é Loan Co. 


University Loan and Evanston Conventional 11,000 
Building Co. 


U.o.h. Evanston FHA 10,400 


“Jest Liberty Building Oakley Conventional 15,700 
and Loen Co. 


"Jest Norwood Building Oakley Conventional 16,700 
anc Loan Ovens ton Conventional 11,900 
21,700 


Jestywood Homestead Savinzs “vanstoa Conventional 10,500 
anc Loan Association 


Woodward Building and Evanston Conventional 10,300 
Loan Company 
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TABLE 11 


The following previous owner and present owner Year of Loan-Type of Loan/ 
Per Community data is based on the previous owner and present owner 
mortgage deed information found in the Hamilton County Recorder's Office 
and Registered Land Office, Hamilton County Court House. 


The following data applies only to the sampled Census Block(s) in each 
community. 


Previous owners refer to the previous owners of the sampled property in 
the three communities for the time frame of this study (January 1960 - 
April 1974). If a previous owner purchased the property before January 
1960, but owmed the property in January 1960, the mortgage deed informa- 
tion was included in this data (when available). 
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TABLE 11 


YEAR OF LOAN - TYPE OF LOAN/PER COMMUNITY 


PREVIOUS OWNER AND PRESENT O'NER DATA 
en nee tan ee Eh ES 


CONVENTIONAL FHA 
Out-of- Out-of- 
Local Town Local Town 
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TABLE 11 
(Con' t) 


t 
YEAR OF LOAN = TYPE OF LOAN/PER COMMUNITY 


PREVIOUS OWNER AND PRESENT O:'NER DATA 


BOND HILL 

CONVENTIONAL FHA 
Year of Out-of- Out-of- 
Loan Local Town Local Town 


1974 & 
1973 
1972 1 - 1 : 


le res re ee 
1971 - l : - 
1970 __ 

1969 


196¢ 
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TABLE : 


Con't 
YEAR OF LOAN ( TYPE OF LOAN/PER COMMULIITTY 


REVIOUS OWNER AND PRESENT O'NER DATA 
er erent eaten ennetit MALE AL 


CONVENTIONAL FHA VA 
Out-of- Out-of- Lo Out-of- 
Local Town Local Town Local Town 


Mm ip Je fr 


oceania iilasaiAtaihacestn Mec leiilale’ Aue a vai a 
7 


| 
| 


| 


AVERAGE’ PERCENT INTEREST 


‘The percent interest on the granted loans was recorded on the present and 
previous owner mortgage deeds. The time-frame of the loans were missing mo e 
often, than present on the mortgage deeds and has, therefore, not been included 


in this average percent interest analysis. 
Oakley 


The percent interest per individual loans was not recorded on 25 of the 47 
Conventional loans granted in the sampled Oakley community. The average percent 
interest (local and out-of-town) for the remaining 22 Conventional loans wes 
6.2. The percent interest was not recorded on 25 of the 46 Conventional loans 
funded locally. The average percent interest for the 21 remaining Conventional 
loans funded locally was 6.1. The percent interest for the one Conventional 


loan funded with out-of-town monies was &. 


The average percent interest for the & FHA loans granted in the sampled 
Oakley community wes 7.0. The average percent interest on the 5 locally funded 
FHA loans was 7.1; whereas, the ane resent interest for the 3 FHA loans 
funded with sateen monies was 6.8. The one VA loan granted in the sampled 


Oakley community was funded locally with a 4.5 percent interest rate, 


- Bond Hill 


All of the 28 Conventional loans granted the sampled Bond Hill community 
were funded locally. The percent interest was not recorded on 13 Conventional 
loans. The average percent interest for the remaining 15 Conventional loans 


was 6.3. 
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Seven of the 33 FHA loans granted in the sampled Bond Hill community were 
funded locally. The percent interest on one of these locally funded FHA loans 
was not recorded. The average percent interest for the remaining 6 locally 
funded PHA loans was 7.3. The average percent interest for the 26 FHA loans 
funded with out-of-town monies was 7.0. The average percent interest for the 


32 FHA loans (local and out-of-town) that were recorded was 7.1. 


The average percent interest for the © VA loans granted in the sampled 


Bond Hill community was $.3. The average percent interest for the two VA loans 
funded locally wes 7.5. The average percent interest for the 6 VA funded loans 


with out-of-town monies was 5.9. 
Evanston 


Thirty-five (35) of the 36 Conventional loans Granted in the sampled 
Evaaston community were funded locally. The percent interest for 13 of the 
locally funded Conventional loans was not available. The average percent 
interest for the remaining 22 localiy funded Conventional loans was 6.4. The 
percent interest on the one Conventional loan funded with out-of-town monies 
was not recorded. The avereg~ percent interest for Conventional loans evailable 


is, therefore, 4.4, 


Six of the 20 FHA loans granted in the sampled Fvanston community were 
funded with local monies. The percent interest on one locally funded FHA loan 
was not recorded, The average vercent interest for the remaining 5 locally 


funded FHA loans was 6.3. Fourteen FHA loans granted in Evanston were funded 
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with out-of-town monies. The percent interest was not recorded for one of the 


out-of-town funded FHA loans. The average percent interest for the remaining 


13 out-of-town funded FHA loans was 5.4. The percent interest information was 


available for 18 FHA loans. The average percent interest for these 1S FHA loans 


(local and out-of-town) was 6.4, The one VA loan granted in the sampled Evanston 


community was funded with out-of-town monies at a 7 percent interest rate, 
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TABLE 12 
LOAN TOTAL PER COMMUNITY AND TYPE OF LOAN* 
PREVIOUS OWNER A “D PRESENT OWNER DATAA* 
COMMUNITY CONVENTIONAL FHA 
Oakley 474,931 - 121,500 
Bond Hill 388,800 567,850 
Evans ton 557,650 273,000 
LOCAL MONIES 
Oakley 473,600 78, 500 
Bond Hili 388,800 95,000 
Evanston 545,150 76,500 
OUT-OF-TO'N MOUIES 
Oakley 1,331 43,000 
Bond Hill weeene 472,850 100,500 
Evanston 12,500 196,500 16,900 
Total For All Tynes of Loans Per Community 
Oakley $ 609,031 


Bond Hill $1,094,550 
Evanston $ 847,550 


* Data applies to sampled Census Block(s) in each community. 


%** The previous owner mortgage deed information and present owner mortgage 
deed information were added together to obtain this data. Previous 
owners refer to the previous owners of the sampled property in the three 
communities for the time frame of this study (January 1960 ~ April 1947). 
If a previous owner purchased the property before January 1960, but 
owned the property in January 1960, the mortgage deed information was 
included in this data (when available). 


Mortgage Book 
PREVIOUS OWNER ORK SHEST 


Page 


PLAT SCOK INFORUATION 


1, Book 3, Parcel # 


2. Page 4, Lot No. 


of Transfer 


HORTG.GS INTORMATICN 


Kind of loan 2, Name of Company 
Conventional 
oT, 


woth 


address 


Amount of Loan 


Amount of Down Payment 


Cost of House 


abr ay 
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CITY OF INGLeEVVCOD CaLulIFornia 


Civic CENTER 
ONE MANCHESTER BOULEVARD / INGLEWOOD, CALIFORNIA 96301 


August 19, 1975 


The Honorable Fernand J. St. Germaine, Chairman 

Sub-Committee on Financial Institutions Supervision, 
Regulation and Insurance 

Rayburn House Office Building, Room No. 2129 

Washington, D.C. 20515 


Dear Congressman St. Germaine: 


Qn behalf of the United States Conference of Mayors and the City of Inglewood 

I would like to thank you and the other members of the sub-committee for giving 
me.an opportunity to testify before the sub-committee on the Home Mortgage 
Disclosure Act. As you are aware, the City of Inglewood has taken positive 
action to encourage re-investment in the community by savings and loan 
associations. Your legislation represents one of many significant tools 

that can.be utilized to secure that end. 


Attached is a copy of the corrected transcript from the hearing. Please excuse 
the delay in forwarding it to you. The transcript was received in my office 
last week. 


During the course of my testimony, I was asked by members of your sub-committee 

to respond in writing to requests for information regarding Inglewood's Community os 
Development program, its code enforcement program, cities utilizing deposits as 
security for loans, and the type data from savings and loans that would be useful 

to the City of Inglewood. 


The City of Inglewood will receive a hold-harmless community development 
entitlement of $1,851,000 each of the first three years of the Housing and _ 
Comm_.ity Development Block Grant Program. In the first year $1,066,000 (58%) 
has been identified for projects to be conducted with the neighborhoods we 
believe to have been red-lined or have been shown to be red-lined by the Center 
for New Corporate Priorities. Those Community Development funds are being 
utilized for commercial redevelopment, housing rehabilitation, and neighborhood 
crime prevention services. The remainder of the City's first year Commmity 
Development allocation has been budgeted for citizen participation, comprehensive 
planning, management information system, senior citizen services, manpower 
development, park development, economic development, and water system improvements. 
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Many of these programs directly affect red-lined areas since the programs are 
designed to benefit all areas within the City. Incidentally, for your information, 
a study recently completed by the Western Center on Law and Poverty, not available 
at the time I testified before your sub-committee, shows a disturbing red-lining 
trend within the City of Inglewood. : 


The City of Inglewood's code enforcement program is one of 100 neighborhood 
preservation programs catalogued by the Office of Policy Development and Research 
of the Department of Housing and trban Development in a recent publication. The 
title of that publication is "Neighborhood Preservation - A Catalogue of Local 
Programs.'"' A review of HUD's catalogue of Neighborhood Preservation Programs 
will give your staff a feel for how Inglewood's program differs from similar 
programs initiated in other cities. In the building division of the Inglewood 
Plarning and Development Department, two building inspectors work full-time doing 
property maintenance inspection. In addition to responding to action memorandums 
from Councilmen and citizen's complaints, they conduct property surveys of assigned 
sections within the City. These inspections cover an examination of exterior 
only and their purpose is to maintain compliance with the Property Maintenance 
Section of the Municipal Code. This section includes the enforcement of the 
Uniform Building Code, Uniform Housing Code, and all other laws relating to the 
condition, location, and/or structure of buildings. In 1974, 7,310 properties 
were inspected and notices of property maintenance violations were issued against 
1,691 properties. 


As to the specific types of mortgage data that we think useful, I would rely on 
that format utilized by the California State Savings and Loan Commission. The 
Commission receives each month a register of all mortgage loans by state-chartered 


Savings and loans. Every loan listed must give the census track, loan amount, 
selling price, appraisal, interest rate, down payment, terms, fees, and discount. 
Each loan is coded with a purpose and type. For your edification, I have attacheda 
copy of a sample printout illustrating disclosure format and content. 


One fursher comment regarding my testimony before you on July 14. In recommendation 
number 7, I referenced the need for disclosure on the part of "mortgage bankers" as 
well as state and federally chartered savings and loans. The intent of that 
referenc2 was meant to include commercial banks and not mortgage bankers. While 
commercial banks operating in Southern California, such as Bank of America, Security 
Pacific, and Wells Fargo, normally lend only about one-fourth of their total dollars 
to real estate, it still represents a significant percentage of all mortgage lending. 
For instance, the Center of new Corporate Priorities has determined that the ten 
largest banks and ten largest savings and loans operating in Los Angeles have $120 
billion on hand in deposits. The Bank of America, with only 26.5% of its loans 
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going for mortgage lending in 1974, led all other financial institutions in 
real estate lending. Furthermore, commercial banks are heavily involved in 
home improvement and rehabilitation loans, a significant element in neighbor- 
hood preservation. 


Regarding those mid-west and eastern cities chat are utilizing deposits as 
leverage for securing inner city loans, Lawrence A. Bailey of the United States 
Conference of Mayors is preparing a list of such cities and will forward it 

to you. 


Again, let me thank you for the opportunity to appear before you on behalf of 
HR 8024. I am frankly excited over the interest red-lining has generated 

in the past year. Endeavors such as yours will reap benefits many times over. 
The inner cities have for some time relied on state and federal government to 
help finance its redevelopment efforts. While not passing judgment on the 
success of those efforts, I am convinced that the financial and psychological 
benefits that result from a greater commitment on the part of lending 
institutions in communities such as Inglewood, will dwarf those of state and 
federal aid programs. 


Should I or my staff be of further assistance, please do not hesitate to 
contact me or my Assistant Ralph H. Webb. 


Ver traly yo 


On behalf of the Subcommittee, I would like to express my appesciation 
for your astimony and respmmse to questions on July 14. 


A copy of the transcript containing your remarks before the Subcommittee 
is enclosed. We would appreciate your making the necessary corrections as 
scon as possible and returning the transcript no later than August 1, so that 
your remarks, a3 revised, may appear in the printed hearing record. 


vhile reviewing the transcripts, a mmber of unresolved questions have 
sven revealed which we are seeking responses to orior to marik-im on this 
izcyialation. Your offer to respond to further questions of the Subcommittee, 
is, therefore, aporeciated. To make certain that every possible opportunity 
is afforded you to respond comprehensively, I wish now to raise a mmber of 
clarifying questions. 


1) Please describe your commmity cevelooment block grant apolication 
process. To what extent did you work with your plaming department 
in arriving at a redevelopment program specifying target areas in 


Suffalo? What percentage of such fonds requested is committed for 
such targeted areas? It would be helpful to receive a copy of that 
portion of your CD arolications which relates to the identification 
of oroblem areas and finding to be applied to such areas for improved 
cormunity services to aid us in determining the extent to which local 
coverrments have made a commitment to the needs of inner-city 
residents. 


Concilman Horace Johnson 2 Suly 24, 1975 


As requested on page 237 of the transcript, please describe the 
City of Buffalo's code enforcement program. This description 
should include a discussion of the adequacy of personnel and any 
plans you may contemplate for the use of Commity Development 
Block Grant funds for improving such enforcement programs? 


Qa pase 220, you indicated that your city has made every effort 
to utilize Federal programs, such as Model Cities, to revitalize 
your ccommity. Would you elaborate om these efforts? 


Are thsy encouraged to 

insr by city code 

and inspection system relied upon? 

FEA inspection assessment? 

In your meetings with local financial institution officials, what 
did you find their reaction to be with respect to the disclosure 
o£ savings accounts and loans by zip cotes or census tracts, and 
the requiring of such information eitt in a prosoective manner 
enly or also retzoactively for a reasonable veriod of tire? 


Again, I wish to express my sincere appreciat#on for your assistance 
in this matter. 


Sincerely, 


Fernand J. St Germain 
Chaimman 
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Che Gouncil 


CITY OF BUFFALO 


HORACE C. JOHNSON 
COUNCILMAN MASTEN DISTRICT 
LEGISLATION COMMITTEE CHAIRMAN 
$408 CITY HALL 
BUFFALO. N. Y. 14202 


August 14, 1975 


Rep. Feanand St. Gewmain, Chairman 

Subcommitte on Financial Institutions Supervision 
Regulation and Insurance 

U.S. House of Representatives 

Washington, District of Columbia 


Dear Ma. Chairman, 


Thani: you for your inquiry concerning my recent testimony 
before your subcommittee. I would be delighted to clarify the 
questions you have raised. 


In response to your first question concerning the community 
development block grant application process, we did not undertake 
what might be considered a formal application process under the 
auspices of the City Planning Department. Rather, a series of 36 
public meetings and 12 public hearings jointly sponsored by the 
Common Council and the Mayor were held to determine what the 
citizens of each area identified as priority community needs. The 
city matched it's $11.7 miLlion. community development block grant 
with $8.5 mitlion of city funds for a total community development 
program amounting to $20,277,500. These funds were then allocated 
to each of the various "planning" districts on the basis of these 
priority needs. The primary focus of the community development 
program is as follows: 


The establishment of a cne million dollar housing rchabigi- 
tation revolving Loan fund. The purpose of this fund is to esta- 
bLish a financing program that will inabLe home owners to invest 
in their properties, halt the spread of deterioration and upgrade 
substantially deteriorated areas. 
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Closely related to this revolving Luan fund is the edstablLish- 
ment of 15 neighborhood improvement program areas where code enforce- 
ment, housing Loans and public improvement& will be focused. To 
combat the continuing problem of blight, the rchabititation program 
calls for the demolition of approximatety 1000 vacant, hazardous 
buildings, both privately owned and city owned. 


A demonstration housing rehabilitation program, in conjuction 
with public improvements, will be initiated by the Buffalo Model 
Cities Agency. Counseling services to tenants and homeowners to 
assist them in acquiring and maintaining housing resources will be 
undertaken. We have also begun the process of planning and program- 
ing to open up to 25 neighborhood facilities and service centers 
throughout the ci.y. The program also contains funds to reconstruct 
21 playgrounds, 12 parks, 7 open space areas, 12 tree planting and 
street right of way improvements, and 4 off street parking programs. 
Complementing these improvements are 12 Human Service Programs to 
bring. needed service currently not available to the citizens of 
Buffalo. Seed money to edtabLish community development Corporations 
in certain neighborhoods will establish new ways for citizens to be 
dinvolved in the future of their communities. 


In addition, a Housing Assistance Plan, which covers the coming 
fiscal year only, is aimed primarify at new construction in the city's 
existing urban renewal areas. 


In response to the second question regarding code enforcement, 
the City of Buffalo has conducted a number of federal and Local code 
enforcement programs during the past several years, including the 
Federally Assisted Code Enforcement Program, the Concentrated Code 
Enforcement Program and other code enforcement/rchabilitaion ef forts. 
The Department of Inspections and Licenses is the city agency primarily 


involved in the present code enforcement effort. The department also 
enforces the state multiple dwelling Laws which require occupancy 
permits. Inspectors are assigned to geographic areas in which they 
conduct the demolition program, check multiple dwellings, and respond 
to complaints about code violations. As the demolition program is 
completed, inspectors begin the systematic inspinations in their areas. 
Briefly, the inspection process follows this procedure: 


(1) a complaint is filed with the Department of Inspections and 
Licenses. 

(2) an inspector is sent out to the property and files a 
report, 

(3) 46 violations are found, a written notice is sent to the 
owner of record. Normally, repairs must be made within 
30 days, Serious hazards must be corrected within 10 days. 

(4) after time has elapsed, the inspector returns to the pro- 
perty to see if violations have been corrected. If they 
have, the case is chosed. If progress is being made or 
there ar extenuating circumstances, the irspector has the 
discretion to grant an extension. 
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(5) 4 the inspector determines that a reasonable effort 
has not been made, he files a formal complaint with 
the City's Law Department. 

{6) the Law Department refers cases to the Housing Task 
Force for court scheduling, investigation, and pre- 
poration. It usually takes 2-6 months for a property 
to reach court action. 

(7) the property owner is notified of court action, is 
arraigned, and informed of his/her Legal rights. 

(8) the property owner is then given time to prepare for 
trial 


(9) 4 the court determines that the owner is willing to 
cooperate, the judge will set a time schedule for 
oon repairs, and send the inspector back for persodic 
checks. 

(10] 2 progress is seen, the owner will be given more time. 
Tf not, he/she 48 subject to further court action. 


In Buffalo, there are numerous codes which are enforced, making 
enforcement a rather complex affain. The principle codes are: 


Housing and Property Code 

Building Codelincluding demolitions) 

Zoning Ondinance 

State Laws (Multiple Dwelling, Real Property, Tax Laws 
Unifoam City Court Act.) 


The adequacy of the personnel involved in the code enforcement 
program has not been a matter of Sertous concern of criticism. The 
most common criticiam has centered around the city ordinances regu- 
fating housing conditions, and the procedures used to impLement 
them. The housing code 44 procedures used to implement them. “he 
housing code 44 often vague and internally inconsistent. Requri'ments 
are not clearly spelled out in a manner that allous for a consistent 
evaluation of properties a eee dnppectons. Inspection and 
adminisination procedures have also been faulted in several areas, 
especially in the issuance and handling of code violations. The 
city is planning to complement its code enforcement program with 
Community Vevelopment Block Grant Funds by initiating a demonstration 
housing rehabibitation project, and a demolition program that aims 
at removing 1,000 vacant, hazardous buildings from privately and 
city owned property. 


The City of Buffalo has not Limited its urban revitalization 
efforts to Model Cities programs. Ad’ previously mentioned, Buffalo 
has participated in the Federally Assisted Code Enforcement (FACE) 
and Concentrated Code Enforcement programs. In addition a number 
of real estate developers and contractors have completed federal 
Section 236 and some conventional renabilitation projects in Buffago. 
The City has also participated in Section 312 Loan programs. The 
City of Buffalo has had very Limited experfence in working with 
citizens!’ groups on the private sector in developing rehabilitation 
programs. Most recently the city has had some Limited involvement 
4n a program developed to rehabilitate the Cold Spring area, but 
this project is not as yet underway. The city has made committnents 
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to a proposed Neighborhood Housing Services program (NHS),' but 

this program has not begun. The City has also attempted once before 
to stimulate private rchabilitation by providing rehabititation funds. 
The city passed a bond issue to provide funds to rehabilitate multi- 
family dwetlings. This effort failed, however, because according 

to state law, municipalities cannot use city funds to extend credit 
to private individuals. Since the City of Buffalo has had such 
Little experience with non-federal programs, in which Local public 
and private interests worked together to preserve urban neighborhoods, 
the establishment of a rchabilitation Loan program with Communcty 
Development funds is a particularty significant venture in financing 
the rehabilitation of Buffalo's housing stock. 


In response to question number five, prion to the release of 
the report prepared by a private citizens foundation on "Redlining 
and Disinvestment" in the City of Buffalo, banking and financial 
institution officials were reluctant <4 not totally opposed as a 
matter of policy, to the release of any in/rrmation pertinent to 
savings accounts, mortgage Loans or any other forms of Lending which 
could have Led to a graphic ’. iction of the pattern of invesitment/ 
disinvestment in our city. 


The aforementioned document represents an answer to that 
nefuctance on the part of Lending institutions to provide us with 
pertinent infornation regarding Lending patterns. 


I might further comment that financial and Lending indsti- 
tutions in Buffalo have a history of ad hoe pkanning with respect 
to the communities in which they are located. In most of our commu- 
nities today, throughout the city, we find financial and Lending 
institutions thriving while the very commniries in which their 
branch offices are Located are decayed, blighted and in general 
deterionating conditions and here of Late within the Last six months 
those whch service the Black community are chosing. As a citizen of 
Buffalo, 1 am extremely preturbed - as a counciiman, I am extremely 
angered at these sights. 


Local financial institutions are in che business of capital 
gair. and as Long as a community - any community - continues to 
ut ‘Lize Lending institutions {who do not reinvest that money taken 
§/om that community ) as repositonrizs for their hard earned dolkars 
and cents Lending and banking officiats have no reason to change 
their policies with respect to disclosure and investment/ disinvest- 
ment practices. 


As a potential remedy to this problem I would recommend that 
anea financial and Lending institutions be required by Law to provide 
to the general public, in the form of quarterly rcports, such infor- 
mation on investment, re-investment, disinvestment, corporate and 
home mortgage Lending pattern with respect to their particular 
institutions. Of course, in the cwrent situation that we here in 
the City of Busfalo find ourselves in, 7 think it would be wise to 
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requine all banking and financial institutions to wrovide this 
dinformation on both a retroactive and a prospective basis. 

| With respect to the retroactive reports, I feel that a 
neasonabLe og pertod should commence from fiscal year 1963 
through 1974 and the end of its fiscal year. 


1§ I may be of any further assistance to you gentlemen, . 
please do not hesitate to contact me. 
Sincerely, 


fic Vinee CG 
Honace C. Johnson 
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July 23, 1975 


vihton P. Semer, Esquire 
1156 15th Street, N.W. 
Suite 400 

“ashington, D.C. 20005 


Near Mr. Semer: 


On behalf of the Subcommittee, I would like to express ow aporeciation 
for your recent testimony and that of your associates, Mr. Zicmenman and 
Dr. Sternlieb. 


Copies of the transcript containing each of your remarks are enclosed. 
It i3 our understanding that you will coordinate the review of your panel's 
+astimony and that it should be possible for the corrected transaript to be 
reamrned by Ausust 4. The Subcommittee hopes to proceed to mark up H.R. 9024 
immediately after return from the Anogust recess, at which time we plan to have 
a printed hearing record. 


out our hearing record, highlighting the importance of title II, as we con~ 
tinue to gearch for better methods of providing access to credit by individuals 
and mmicipalities alike. Copies of subsequent statements are enclosed for 


A response to the following questions will be appreciated: 


1) Please elaborate on your statement on page 2 as to the need for 
further information to "deal with the ingredients of urban decay, 
and esvecially the total flow of capital.” 


Please expand on your reference to “lowering of wmcerwriting 

standards" apocearing an page 2. 

(a) With the demise of FHA, who sets uncervriting stancards today? 

(>) Does tha secondary rarket, in reality, @apend upon underwriting 
standards? 


ilton P. Samer, Esquire July 23, 1975 


(ec) Do, in fact, PNMA and Freddy Mec phlice underwriting standarcs? 
(ad) Does the heavy utilization of private mortgage insurance purport 
+o remove the need far underwriting stancards? Rumors contime 
to persist as to difficulties being experienced by a number of 
. PME's. Coyld you coment? 

(e) ‘To what extent does a lack of orofessicnal unc2rwriting enter 
into the difficulty being experienced by REITS today? 

(£) Should the development of uncerwriting standards be entirely a 
private sector fimction or should there be a governmental 
responsibility in view of the subsidy assets involved in the se 
secondary market? 


Could you elaborate on what is meant by "an imorudent lowering of 
mortgage underwriting standar?s? referred to cn page 3 of your | 
Statement? 


As a result of your three-year, six-volum series, and leaving aside the 
question of miscanagement, co you have suggestions as to more definite 
tests for the “acceptable risk” concest as contrasted to so-called 
standard involving “economic souniness." 


Siow would you categorize counseling efforts to dats? Job security 
seems more cracial than mere counseling, absent a fomn of a housing 
allowance. Have we unrealistically attenoted to swalify individuals 
as nome purchasers without 2 reasonable prospect of sustained income 
in suocort of here purchasing? 


In response to your comments on pace 7, were elther the legislative 
or appropriations committees furnished budget estimates as to appro~ 
priation requirements for “the Scecial Risk Insurance Find”? 


Areyyou advocating the consolidation of FNMA,FHIMC!, and GSHA into 
one agency with the full faith and credit of the United States involved 
in its investments, both general and special purpose? 


Do you agree with FHMA President Hunter's recent statement to the 
effect that "continuation of an active and viable unsubsidized 

FIA mertsage insurance program is in the best interest, not only 
Of the housinc industry, but sore importantly, of our hore buyers"? 


If so, now co we insure nortcage flew bo central cities and who 
assumes the risk so that sucn instrurents can move freely in the 


vecondary mariat? 


*Siton DP. Semar, Esquire July 23, 1975 


20) Has the question of tax incentives for central city financial 
institutions investors been consicered either directly or as part 
of a Federal re-insurance program? 


1) From your review of CHUD testimony and that of the Mayors, dd you 
believe tha housing neichborhood planning component of present 
title I, Camamity Develomment, to be adequate to insure priority 
allocation of limited funds to the needs of declining or deteriorating 
neighborhoods? : 


From your own experience, igi't the present procedure analogous to 
the annual workable program recertification process under previous 
housing acts? 


Are we likely to see similar abuses as in rehabilitation and title I 
FHA home improvement loan prograns extensively investigated by Gao? 


To what extent does a lack of realistic building codes, particularly 
for existing housing aml minimum code enforcerent efforts, inhibit 
a significant revitalization of central city neighborhoods? 


Dr. Sternlieb, in his testimony in support of S. 1291, stated: 
"Hopefully, it will reweight the scales slightly, in same cases quite 
conclusively, in some cases perhaps not at all, toward mich mre 
attention off hanks, lending institutions toward their depositors’ 
needs and toward lccal requirements." Can examples be furnished 
elaborating on: the thrust of this statement? 


He continued on by saying: "It is all too easy now and as of the 
Foe care is no penalty (emphasis supplied) - for a lending institution 
to take the easy way out.” We would aporeciate elaboration on the 
question of penalties. 


17) The subject of balancing current loan to equity ratios, brought up 
by 2r.-Steenbleb, WLLL Ge Of intorest ae a pace of Ge os Stay 

iui 2and to the Housing Subcommittee as well, as it proceeds with its 
deliberations ‘Gn some of the suggestions made by your panel. 
Dr. Sternlieb indicated the ratio is currently 95 percent mortgaging 
ve ee ee 69 to 70 percent nortgaging 
for o].cer housing in central cities. Can approaches to correcting 
this apparent inequity be succgested? 


Toes the panel believe that consideration should be given to restricting 
tax-exempt financing by State housing finance agencies to scatified 
areas a3 a means of inducing capital flow? 


July 23, 1975 


Profiting by the leassons of the 1968 Act, how can we end the } 4 DORCS 
known as "“FHAing” a neighborhood. Are we reaching for a mix of 
FHA commitments and conventional commitments in a given neichborinod? 
ho, a ee ee Se oe 


Dees the panel, hee involved as it was with the cesicgn of the 
Sec. 235 housing program, seen an ultimate need for a follow-on 
program or does the panel share the belief of the current Adminis- 
tration that the section $3 program is all that is required? 


Should Regulation Q be modified in a manner devised to benefit 

institutions willing to invest a fair share in heighborhoods of deposit? 
Your considered response to this question will assist in the evaluation 
£ PIA '75 and will be of significance to our FINE Stixly (component I). 


22) Do you have suggestions concerning a revision of our present housing 
policy of 2.2 million starts ver year in licht of current experience? 
Should not a similar coal be established for rehabilitation wits? 


Again, the Subcommitbee ecresses its deep appreciation for the splendid 
assistance given to us in comection with our deliberations on H.R. 8024. Your 
resconse to the foregoing questions will be 2f inestimable value to the on-going 
PIE Stucy ang may well form the basis for constructive action hy the appro- 
sxiace subcommittee of jurisdicticn in the near future. 


Sincerely, 
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SEMER & ZIMMERMAN 
1156 15rN STREET. N. W. 
WASHINGTON. D, Cc. 20008 


MILTON P. SEMER TELEPHONE 
JULIAN H. ZIMMERMAN + 202 659-3370 


& KANSAS BAR 
July 31, 1975 


The Honorable Fernand J. St Germain 

Chairman, Subcommittee on Financial 
Institutions Supervision, Regulations 
and Insurance 

Committee on Banking, Currency and Housing 

Washington, D.C. 20515 


Dear Mr. Chairman: 


This is in response to your requests of July 23, 1975, 
for additional statements relating to testimony by our panel 
before your committee on July 14. 


For ease in reading,each of our statements will be given 
under the related request in your letter. 


1) Please elaborate on your statement on page 2 
as to the need for further information to 
“deal with the ingredients of urban decay, 
and especially the total flow of capital." 


The information required by Title III of H.R. 8024, as 
helpful as it would be, cannot possibly be adequate to cover 
all the information needed to determine the ingredients of urban 
decay. No one would contend that lending pract‘ces ulone have 
caused this dew . Other factors on which infernation is 
essential include the family composition and incomes of the 
occupants the areas, the age and condition of the properties, 
and other facts concerning economic influences affecting the 
particular area as distinguished from other areas of the city. 
Also, the proportion of a lender's funds which go into one 
sector of its lending jurisdiction as compared with other: 
does not give adequate data on which to judge the flow of capital 
into the area being investigated as compared to demand and as 
compared to other areas of the city cr as compared to other 
regions of the country. 


2) Please expand on your reference to "lowering of 
underwriting standards" appearing on page 2. 


The reference to lowering of underwriting standards in 
our statement means to making of loans which would not 


otherwise qualify under prudent practices normally followed by 
the lending institution. This must be distinguished from (1) 
the making of additional loans in a manner wholly consistent 
with ‘prudent practices but in order to avoid diseximinating 
against borrowers simply because they happen to live in a par-_ 
ticular area and (2).the reasonable adjustment of loan terms, 
such as the loan-to-value ratio, to fit the credit standards of 
the borrower or even the probable future status of the area 
involved. oie 


(a) With the demise of FHA, who sets underwriting 
standards today? 


The FHA never was in a.position to set all underwriting 
standards, although it has through the years had an effect on 
a very substantial part of all residential lending, including 
loans outside the mortgage insurance system. Elements of 
underwriting are. set at many control points and in varying 
degrees. For example, in the whole realm of lending by federally- 
chartered or insured savings and loan associations, the Federal 
Home Loan Bank Board sets standards such as loan-to-value ratios 
geared to maximum mortgage amounts, the extent of federal 
mortgages held in their portfolios, and a limited number of 
other requirements. A similar control as to some aspects of 
underwriting is also determined by state law in the case of 
state-chartered banks and other state controlled lenders. As 
explained by Mr. Zimmerman in his testimony before your committee, 
the FNMA and the FHLMC do have some broad underwriting standards 
which apply to conventional, as well as government-insured 
mortgages, they purchase. To a much less degree than mortgage 
insurance, the private mortgage insurance companies have a rough 
system of imposing what may be termed underwriting standards. 


(b) Does the secondary market, in reality, 
depend upon underwriting standards? 


Yes, the secondary market does depend upon underwriting 
standards. The underwriting standards determine the soundness 
of the mortgage loans made. This is all important to the 
secondary market purchaser when there is no mortgage insurance. 
Even where there is mortgage insurance, the secondary market 
agencies obviously do not want to burden themselves with mortgages 
on which they cannot reap the benefits of insurance without 
going through foreclosure or other statutory requirements made 
a condition to those benefits. 


(c) Do, in fact, FNMA and Freddy Mac police 
anderwriting standards? 


It is true that in the case of FHA-insuxred and VA-guaranteed 


mortgages, both FNMA and FHLMC rely primarily on the FHA and 

VA underwriting standards. However, their activities do have 
an impact on the primary mortgage lenders’ standards since the 
lenders' original and continued approval by FNMA and FHLMC 
depend on a satisfactory track record. The impact on under- 
writing standards is more direct in the case of conventional 
mortgages. For example, FNMA does more than check the qual- 
ifications and the performance records of conventional mortgage 
sellers. FNMA also checks the qualifications and the performance 
records of their real estate appraisers and FNMA itself reviews 
the quality of the mortgages which it buys. The credit of the 
mortgagor, the condition of the mortgage property, and the 
property appraisals on which mortgage amounts are based have 
also been reviewed by FNMA. In addition, spot checks are made 
of conventional mortgages as part of random samplings that FNMA 
makes of the quality of mortgages already purchased from its 
various sellers. 


(d) Does the heavy utilization of private mortgage 
insurance purport to remove the need for 
underwriting standards? Rumors continue to 
persist as to difficulties being experienced 
by a number of PMI's. Could you comment. 


The heavy utilization of private mortgage insurance does 
not remove-the need for underwriting standards. Instead it 
heightens appropriate concern that underwriting standards in much 
lending may not be adequate. Obviously, underwriting standards 
are important to investors even in the case of government- 


insured mortgages. They are even more important where the 


mortgage insurance is by private companies backed by something 
less than the full faith and credit of the United States. 


We have no first-hand information concerning any financial 
difficulties of PMI's. The most comprehensive work on the 
PMI's is the recent study of Arthur D. Little which does not 
purport to give the financial condition of individual companies, 
except that a few of the individual, larger and more established 
companies are discussed to some extent. We do know that some 
of the PMI's have started in recent years and have been con- 
fronted with the current recession in the housing industry. 
Some tentative conclusions concerning private mortgage insurance 
companies are given on page 172 of our study entitled, "The : 
Changing Role of FHA Mortgage Insurance in the Mortgage Market 
and the Secondary Market." Inasmuch as private mortgage 
insurance companies are so new that they have not been put to 
the test of a major depressio. in real estate values, their 
insurance is not treated by recognized investors as equivalent 
to FHA mortgage insurance. A brief discussion of this subject 
is also contained in our study. 
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(e) To what extent does a lack of professional 
underwriting enter into the «ifficulty being 
experienced “y REITS today? t 


The lack of adequate underwriting in the making of loans 
by many REIT. was a basic-ingredient in the tragic collapse of 
their liquidity and general financial condition. This, of 
course, was a specialized type of underwriting. Poor investment 
judgment on construction loans, as distinguished from under- 
writing standards on permanent mortgage loans, was particularly 
devastating. 


(£) Should the development of underwriting 
standards be entirely a private sector 
function or should there be a governmental 
responsibility in view of the subsidy 
assets involved in the secondary market? 


The government should prescribe some underwriting standards 
foi any loans in which it has a financial interest. This would 
not be limited to transactions where a subsidy is involved, but 
should apply to any government transaction such as insurance 
or mortgage purchase where the government assumes a financial 
risk. : 


3) Could you elaborate on what is meant by "an 
imprudent lowering of mortgage underwriting 
standards" referred to on page 3 of your 
statement? 


The reference to "imprudent lowering of mortgage under- 
writing standards" in our statement meant the making cf loans 
on a basis such as occurred in a number of areas with FHA 
mortgage insurance as liberalized by section 223(e) of the 
National Housing Act, resulting in inordinate defaults and 
mortgages inconsistent with any sound insurance operation. 
That is, the degree of risk and indeed of default was far too 
high even after allowing for the special social purpose of the 
loans. Furthermore, when risk of default is very high, the 
social purpose is harmed rather than served. 


4) As a result of your three-year, six-volume series, 
and leaving aside the question of mismanagement, 
do you have suggestions as to more definite tests 
for the “acceptable risk" concept as contrasted to 
so-called standard involving "eccnomic soundness.” 


This is an important question because it deals with the 
heart of the problem being considered by your committee. First, 


I want to make clear that the substitution of "acceptable risk" 
for “economic soundness" raises no novel or insurmountable 
problem. That substitution has existed under several special 
FHA mortgage insurance programs for many years without general 
unsatisfactory results. Also, it is important to bear in mind 
that those standards must always be considered along with the 
evaluation process, i.e. the application of “appraised value” 
or the substitution of “replacement cost." Over-all, the 
ultimate basic test must be whether a reasonable estimate of 
the income from prope ‘ty or project over the life of the 
mortgage will be adequate to cover the amortization payments. 
Of paramount importance for that purpose is the future market 
for the rental or sale of the property, which may be dependent 
in large part on the prospects for the neighberhood over the 
life of the mortgage. That is almost all inclusive in the case 
of rental properties, and (as shown by the recent FHA disaster 
in many areas) it can be paramount in the case of much sales 
housing. An “acceptable risk" standard permits a more optimistic 
view of the future of the area than "economic soundness." 


The recent FHA debacle in some areas must not hide the 
more important fact that FHA has proceeded since World War II 
with actuarially sound operations using the “acceptable risk” 
standard. In fact, perhaps the soundest operation of all from 
an actuarial standpoint has been the section 213 program which 
uses that standard. 


5) How would you categorize counseling efforts to 
date? Job security seems more cruciai than mere 
counseling, absent a form of a housing allowance. 
Have we unrealistically attempted to qualify 
individuals as home purchasers without a reasonable 
prospect of sustained income in support of home 
purchasing? 


While job security is generally more important than 
counseling, in many cases both may prove to be essential. 
Housing programs can give job security only to those involved 
in housing or related industries. In the case of counseling 
home owners, the Congress has authorized important assistance 
in this regard over several years and has recently broadened 
the counseling authority. As a general record, the Executive 
Branch has failed to utilize adequately the authcrity Congress 
has given in this regard. Of course, in a number of areas in 
the last few years, the government permitted many home purchasers 
to qualify for mortgage insurance without reasonable prospect 
of sustained income to support mortgage payments, but over the 
life of the FHA mortgage insurance system that certainly has 
not beer true as a general proposition. 


In response to your comments on page 7, were 
either the legislative or appropriations 
committees furnished budget estimates as to 
appropriation requirements for "the Svecial 
Risk Insurance Fund"? 


No specific estimates of budget losses were made at the 
time the legislative authority was requested and given by the 
Congress. That would have been inconsistent with the philosophy 
of the proposal which was to assume an indefinite amount of 
risk. It was made clear only that the new and special risk 
would be assumed and that appropriations would have to be made 
to cover whatever those losses might prove to be. 


7) Are you advocating the consolidation of FNMA, 
FHLMC, and GNMA into one agency with the full 
faith and credit of the United States involved 
in its investments, both general and special 
purpose? 


We are not prepared now to recommend a consolidation of 
FNMA, FHLMC, and GNMA into one agency in view of all of the 
factors involved, particularly the private nature of FNMA's 
ownership and operation. Proposals in that regard would 
require an intensive study, but it is just that kind of study 
which we recommend. 


8) Do you agree with FNMA President Hunter's recent 
statement to the effect that "continuation of an 
active and viable unsubsidized FHA mortgage insurance 


program is in the best interest, not only of the 
housing industry, but more importantly, of our. 
home buyers"? 


We agree wholeheartedly with Oakley Hunter's recent 
statement that the FHA mortgage insurance system must be 
continued and be made viable, both for the housing industry 
and home buyers. The combination of the "full, faith and 
credit" backing of the United States and the consumer safeguards 
offered by the system have not been equalled. 


9) I£ so, how do we insure mortgage flow to 
central cities and who assumes the risk so that 
such instruments can move freely in the secondary 
market? 


I do not believe there is a simple or single answer to 
this problem, as adequate mortgage flow involves decisions 


oo 


on all aspects of efforts to reclaim or save deteriorated and 
deteriorating areas. It involves the flow of federal funds as 
well as private funds, both of which are essential, I believe. 
A first step should be’'to obtain more informaticn on the need 
for mortgage funds by lending institutions in central cities 
as compared to other lenders. To what extent is the problem 
one of mortgage flow to-central city lenders or the lending 
practices of those: institutions? 


As long as a private enterprise approach is tc be used, 
the original lenders must assume at least some small degree 
of risk, which is a separate question from the type of instru- 
ment which should be used to permit it to move freely in the 
secondary market. The existing HUD mortgage insurance instru- 
ment has proved to be adequate for that purpose. However, 
this does not mean that an improved, uniform instrument would 
not move more freely in the secondary market and attract more 
investment into residential financing. This subject is treated 
in our study on the "Changing Role of FHA Mortgage Insurance 
in the Mortgage Market and the Secondary Market," page 135 to 
the end of the study. 


10) Has the question of tax incentives for central 
city financial institutions investors been 
considered either directly or as part of a 
Federal re-insurance program? 


The question of tax incentives for central city financial 
institutions has been considered time and again, particularly 
with respect to rehabilitation efforts. As with almost all 
proposals for achieving social objectives through tax incentives, 
this type of proposal has been objected to strongly and‘ effec- 
tively by the Treasury Department and by others concerned with 
equity and simplicity in the tax system. Treasury Department 
objections have been consistent through a series of Administra- 
tions, and the others who object include groups of varied 
political persuasions. The objections are based upon the 
principle that it is more equitable and less expensive for 
the Federal Government to achieve social objectives through 
direct grants or other subsidies rather than through tax 
incentives which may benefit the wealthiest taxpayers dis- 
proportionately. The proposal for federal re-insurance seems 
to have been sponsored chiefly by the current Administration, 
and I have no idea as to whether tax incentives were in any 
way connected with its development. 


11) From your review of DHUD testimony and that of the 
Mayors, do you believe the housing neighborhood 
planning component of present title I, Community 
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Development, to be adequate to insure priority 
allocation of limited funds to the needs of 
declining or deteriorating neighborhoods? 


That testimony would indicate favorable results. Also, 
a recent preliminary HUD report on the status of the title I 
Community Development program gives a quite favorable answer 
to your question based upon plans of individual cities. 
However, it remains to be seen whether those plans will 
materialize and play a reasonable part in meeting the needs 
of declining or deteriorating neighborhoods. My personal 
prediction is that these plans will have a substantial effect, 
justifying Congressional insistence on them as a prerequisite 
to grants, but that at most the plans can only partially help 
meet the great problems of these neighborhoods. 


12) From your own experience, isn't the present 
procedure analogous to the annual workable 
program recertification process under previous 
housing acts? 


Yes. In a sense that is certainly true. Although the 
workable progran objectives can be said to be broader than 
the housing assistance plans under community development 
operations, I believe that the latter should prove to be far 
more valuable in practice. This is so because the housing 
plans are more focused as to subject matter and as to neighbor- 
hood than the "workable programs" and because of the very close 
tie-in of ‘hose plans with the Section 8 low-income housing 
program a ‘ther federal financial aids. Assuming the work- 


ability o1 ction 8, this should be more effective than the 
recertification process under workable programs, especially 

so since those recertifications were processed and administered 
in a perfunctory manner. 


13) Are we likely to see similar abuses as in 
rehabilitation and title I FHA home improvement 
loan programs extensively investigated by GAO? 


It is difficult to predict that abuses will not occur 
under any program, because of the human elements involved. 
However, the great abuses which occurred in connection with 
the title I Home Improvement Loan program have been largely 
guarded against I believe through specific legislation and 
regulatory action. 


14) To what extent does a lack of realistic building 
codes, particularly for existing housing and 
minimum code enforcement efforts, inhibit a 
significant revitalization of central city 
neighborhoods? 


The Congress has recognized the need for improvement in 
building codes for many years and has dealt with the problem 
specifically, ever since the initiation of the urban develop- 
ment program in 1949. Since then, very great improvements 
have been made and are being made in the building codes of 
almost all of the cities. All evidence seems to indicate, 
however, that the real problem has not been in the nature 
of the codes themselves but in their enforcement. That was 
basically a political problem in most areas. It has also 
involved the major problem of dislocation of families which 
has plagued most of the government programs designed to 
materially upgrade neighborhoods. It has been learned and 
is recognized I believe that housing code enforcement must 
be coupled with adequate housing production and relocation. 
efforts. 


Answers to Questions 15, 16 and 17 to be subm 
directly to the Subcommittee by Dr. George 5S. wot’) .ieb. 


18) Does the panel believe that considera*.ton should 
be given to restricting tax-exempt financing by 
State housing finance agencies to specified areas 
as a means of inducing capital flow? 


I do not believe this to be a desirable proposal. In the 
first place, it is important to encourage all forms of residen- 
tial financing by State housing agencies and great progress 
has been made in the last few years in that regard. Also, 
the tax exemption of State housing finance agencies, like 
other municipal or State agencies, is not derived from - 
Congressional action but from rights under the Constitution 
of the United States. In any event, it is important that the 
states use their resources and facilities to help housing, as 
compared to use of their tax exemption for other purposes. Of 
course, special housing subsidy or other programs of the 
Federal Government should be available to State agencies. I 
believe that this is being done under several existing HUD 
programs. 


19) Profiting by the lessons of the 1968 Act, how 
can we end the process known as "FHAing" a 
neighborhood. Are we reaching for a mix of 
FHA commitments and conventional commitments 
in a given neighborhood? If so, wouldn't such 
a quota system raise serious legal problems? 


I would hope that the so-called "FHAing" has had limited 
effect and that it can properly ve identified with the past 
rather than current operations. It certainly was not true 
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during all the prior years of the FHA mortgage insurance system 
that FHA help in an area meant that private investment fled 
from that area. Rather, it was generally true over most of 
FHA's history that FHA aid for rehabilitation as well as for new 
construction led to a marked increase in private investment in 
the area because of resulting increases in property values. 

I find it somewhat incongruous for a conventional private 
lender to withdraw funds from an area because he learns that 
other lenders are making loans in the same area with FHA 
mortgage insurance. I believe that both FHA commitments and 
conventional commitments are desirable in all areas and that 
perhaps the degree of mix should depend upon the income levels 
of the families. In any event, an arbitrary percentage of mix 
would seem to be out of the question and could involve legal 
problems as you suggest. 


20) Does the panel, intim2tely involved as it was 
with the design of the Sec. 235 housing program, 
see an ultimate need for a follow-on program or 
does the panel share the belief of the current 
Administration that the section 8 program is all 
the. is required? 


Even assumin; “hat Section 8 will fully accomplish its 
purposes (to the extent that funds are made available, of 
course), that cannot be the complete answer to the needs of 
people living in deteriorating areas. Section 8 is a program 
for rental rather than sales housing. It has certainly beea 
proved to be true that not everyone is qualified financially 
or otherwise to become a home owner, but many low income 
families can successfully become home owners as a result of 
subsidy assistance and counseling, and Section 8 makes no 
real provis:on for them. This can properly involve an income 
level which extends above the income level contemplated by 
the tenants under the Section 8 program. 


21} Should Regulation Q be modified in a manner 
devised to benefit institutions willing to 
invest a fair share in neighborhoods of 
deposit? Your considered response to this — 
question will assist in the evaluation of 
FIA *75 and will be of significance to our 
FINE Study (component I). 


While I believe that full consideration should be given to 
any carrot that would result in greater investment in declining 
neighberhoods, I certainly am not prepared at this time to say 
that the broad applicacion of Regulation Q can include the 
extensive administrative machinery which would seem necessary 
to assure that each lender's benefits under Regulation Q are 
reflected in its investments in deteriorating neighborhoods 
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as distinguished from all other areas in its lending jurisdiction. 
As you know, the present regulation does not even require a 
distinction to be made between housing and other eligible loans, 
but simply gives a somewhat favorable treatment to thrift 
institutions. 


22) Do you have suggestions concerning a revision 
of our present housing policy of 2.2 million 
starts per year in light of current experience? 
Should not a similar goal be established for 
rehabilitation units? 


Inasmuch as our present progress in housing starts is so 
far below not only our goal but the recognized needs of the 
housing industry and the consumer, I think that there is little 
to be gained by attempting to reduce or otherwise change our 
ten-year goal on housing production. I think it is perhaps 
desirable to retain substantial rehabilitation as part of the 
housing productiecn goals because the ultimate objective is 
to provide the needed number of adequate housing units. This 
Administration has been emphasizing the use of existing housing 
and the promotion of rehabilitation which, of course, is 
desirable. Also, the 1974 Housing Act amended the statutory 
provision on housing goals to place a new emphasis on rehabil- 
itation as a means of upgrading neighborhoods. The objective 
should be to accomplish through rehabilitation as much as 
possible, because that has special economic and social objectives 
over and above product:ion as such. It can help upgrade deter- 
iorating neighborhoods, provide special help to minority families, 
and result in less expenditure of federal or other funds. 
Possibly, an additional special goal for rehabilitation would 
be desirable, but that would be rather meaningless unless 
coupled with more affirmative planning and financial assistance 
that now exists. 


Sincerely yours, 
f 5 


/uthirvotenw— 


Milton P. Semer 
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Answers to the Questions addressed to Dr. Sternlieb 
responding to the note of July 23, 1975 from Mr, St. 
Germain of the House of Representatives, Subcommittee 
on Financia? Institutions 

15. The program "will re-rate the scale slightly 
and in some cases quite conclusively and in some cases 
perhaps not at all ---," 

The program as envisioned is an enabling one, 
Its objective is to perfect the competitive aspects of 
the institution cum depositor relationship by providing 
the latter with information on the lending practices of 
the institutions, It depends not upon government regu- 
lations or credit allocation but rather on optimizing 
the forces of the market - by giving the Opportunity 
by increase of knowledge to depositors, hcth sresent and 
. prospective, to view the allures of competing institutions 
based upon their investment practices. It will be up to 
the consumers, and the neighborhood associations, and the 
like [which are springing up quite rapidly] to provide 
muscle, Where a significant critical mass of bargaining 
dollars are at hand, it will provide opportunity for ri- 
val institutions to positively secure patronage by aggres- 
sive lending in certain areas that heretofore have been 
overlooked, And certainly in such areas the program can 
have real potency. 

There are other areas which lack this level of 


consumer identity - and here the program may be much less 


significant, In its simplest form we are leaving this 


to the consumers through the neighborhoods. We are 


providing the necessary input but certainly not an in- 


put which is sufficient in and of itself to generate 


the group dynamic. And, perhaps this is a very good 


sorting mechanism to generate action in areas that 
are still neighborhoods in the best sense of the term 
as against those that no longer have sufficient coher- 
ence to speak with one voice. 

16, “At the moment there is no penalty for a 
lending institution to take the easy way out." 

This is substantially the case. With the excep- 
tion of very few states, which now require disclosure, 
failure of institutions to lend in their own neighbor- 
hoods simply does not exist as a statistical reality - 
though it may be a very realistic one. Without the 
availability of data it is very difficult to secure a 
market response which is positive to neighborhood len- 
ders and negative to non-lenders. Since there there- 
fore is no penalty for being a non-lender, it becomes 
the easy way out. 

17, The question of equity to loan ratios - new 
housing in the suburbs versus older housing in the cen- 
tral cities. 

This is a very real dilemma, It is entirely possi- 
ble to buy housing in suburbia which may have substan- 
tially higher face cost - but a lower downpayment require- 


ment than is true of the equivalent in central cities. 


To this degree we require people who are interested in 
moving into the latter areas to have much more in the 
way of downpayment, and thus substantially limit the 


market. A significant encouragement of local and state- 


wide mortgage insurance programs or co-insurance programs 


possibly involving PMI's certainly is called for here 

as well as a possible review of federal programs under 
the FHA. In part, the higher downpayment requirements 
in the central city are a form of primitive insurance 
against costly foreclosure by present lenders. However 
in their very act of limiting the market they may well 
end up being a self fulfilling prophecy. I think this 
1s an area which cannot be done justice to in a brief 
compass of responses to the question but rather requires 
a substantial research effort. 


It is a strikingly important - yet unexplored aree. 
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July 24, 1975 


Mr. Richard C. Yarrer 

President 

Califormia Association of Realtm's 
c/o National Association o/ Realtors 
925 15th Street, N.W. 

vasnington, D.C. 29005 


Atvention: itr. Albert E. Abrahams 
Dear Mr. Farrer: 


Permit me to express my appreciation anc that of my Subcommittee for your 
testimony on behalf of the National Association of Raaltors, and yu resconse 
to questions on duly 14. 


A copy of the transcript containing Mr. Eyermann’s and your remarks befuie 
the Subcommittee is.enclosed. We would greatly arcoreciats your making the 
necessary correcti‘ 1s as scon as vossible and returning the transcript no 
ee ee 
record. Additionally, as the Subcommittee intends to ¢..ift a clean bill based 
eee Sie Goss tected fen Gi centes. wa tA cocci receiving a 
response to the following questions by August 3. 


“halle reviewing the transcricts a numer of mresolved questions have been 
revealed which we believe require a “osponse bv Mr. Eyermmann or yourself. To 
wake certain that every possible oportimity is afforded Soth you and Mr. Eyer-am 


to respond comprehensively, I wish now to raise a number of clarifying qestims, 
citing approximate transcript pages. 


&) In bota your precared statement and oral testimony, you emohasize 
the imcortance of providing counselling for many prospective home 
purciasers. Cen we only look to the covermment to provide comselling 
or couldn't wea axpect financial institiurticns anc even realtors to 
“xovice such couns=lling services? 


45 you will recall, jlavor 'ergell testified that “oftentimes home 
buyers and homeqwners are refused financing On reasonable terms 
without oven a background or crslit check, cr an investication of 


BEST COPY AVAILABLE | 
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If each real estate broker were to take a survey of the exteriences 
of each of its agents, wouldn't it be possible to determine the 
extent to which "qualified" purchasers were denied financing because 
of the location of the property. From the ascents collective exeri- 
ence, wouldn't it be possible to detemmine certain areas: in which 
ro Financial institution would lend? 


On page 262 of the transcript you mentioned your dciscussions with 
HUD concerning its policy @ foreclosyre of existing procerties. 
vould you describe the success of your efforts to date in finding 
a ourchaser for foreclosed proverties? 


On vage 255 you stata that the “internal operaticn of the savings 
and lean has a creat dsal more power in dictating where they are 
coing to be able to lend fimds,” By tais statement, cd you maan 


Mr. Vichard C. Farrer -> July 24, 1975 


that regardless of where the institution receives the bulk of its 
Geposits, it has no real responsibility to reinvest in that area? 


Reference is made to pace 249 and 259 of the transcript where you 
Giscuss the SAMO program. It would be mst helpful to the Subcom 
adttee if you could swoly us with mre information on this subject. 


Additionally, in your opinion, haven't we reached the point where 
we can stop using the cenmnstrative approach and provide, on a 
national level, the services needed in all major cities? 


(fhe following question is addressed prirarily to Mr. Eyermam.) 1 
understand that many savings and loan associaticns have established 
relationships with a limited mmber of mal estate brokers or builders 
and that those institutions rarely take ap-lications directly from 
bormowers. Is that the situation, as far us you know? 


Where this is the situation, the real estate brokers would be, in 


types, or price ranges? 


In your experience as a president of a savinys and loan association 
in St. Louis, have vou found that the brokers your Sal deals with 
represent all the neichborhoods in its lending area? 


How many of the real estate brokers or agents the Sal. deals with 
are not affiliated with the National Association of Realtors? . 


Until recently (when the Federal ilome Loan Sank 2oard said it violated 
its nondiscrimination regulations), the acppmeisal forn used by mny 
SéL’s contained a box marked “racial corposition changing.“ Your 
asgociation includes appraisers. Did they use that tyoa of form? 

Do they now? How was the form used in evaluating a property? 


what hapoens to the summary sheet prepared by the team of salesmen/ 

sent to a particular home after the multiple listing 
agreement has been signed? ‘What information is contained on their 
summary sheet? 


again, I wish to express my appreciation for your cooperation in this 
Latter. 


Sincerely, 


Fernand J. St Germain 
Caaimran 
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NATIONAL ASSOCIATION OF REALTORS 


AnS Leitch . , & Jackson Pontius 
President Execute vice President 


Albert E Abrahams, pwector 
Governmeni Aftairs Department 


, : 925 15th Street. Washington, D C 20005 
REALTOR Tetephone 202 626 5300 hans 


August 29, 1975 


Hon. Fernand J. St Germain 

Chairman 

House Subcommittee on Financial Institutions 
Supervision, Regulation and Insurance 

2136 Rayburn House Office Bldg. 

Washington, D.C. 20515 


Dear Mr. Chairman: Fol 


We appreciate the time givén us to respond to your follow-up letter of 
July 24 which, in turn, grew from the responses of the National Association 
of REALTORS® to questions put to us by the Subcommittee on July 14. We are 
delighted to try to respond in as much detail as time and space permit: 


1) Question: In both your prepared statement and oral testimony, you emphasize 
the importance of providing counseling for many prospective 
home purchasers. Can we only look to the government to provide 
counseling or couldn't we expect financial institutions and 
even realtors to provide such counseling services? 


Answer: In our testimony and an attachment to this letter, we are forwarding 
to you a summary which we received from the Savings Associations 
Mortgag. Company, Inc., of Palo Alto, California. This company 
is commonly known as SAMCO. The SAMCO story is a comprehensive 
effort on the part of one segment of private industry to provide 
assistance to, and to help finance, socially oriented projects 
and to provide safe and sanitary housing to low and moderate 
income families. As part of the "SAMCO S' ory", this company, 
in pursuit of delinquent interest claims problems, developed 
a program of forebearance, prevention of foreclosures and 
abandonment, and the counseling of those in a’delinquent status. 
Further, SAMCO has had an excellent record in preventing foreclosures, 
through pre-purchase counseling, far better in the view of its 
officials working with Section 235 projects thaa the national fore- 
closure rate with respect to 235. This was described in our 
earlier testimony. In other ways and in other places, counseling 
is injected in the process at other levels. Counseling has been 
tried in connection, for example, with personal adjustment to 
tenant responsibilities in public housing projects and has had 
some succe3s, according to our understanding. (See Attachment #1, 
re SAMCO). 


’ 


‘ 
Jeeta nee nc er 
REALTOR® — is @ registered mark which dentihes a professional in 


teal estate who subscriber to a strict Code of Ethics a3 a member of 
the NATIONAL ASSOCIATION OF REALTORS 
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Our Legislative Steering Committee will be meeting about a week 
from the time this letter is written, and it is our intention 
at that time to discuss the effects of counseling programs 

and to determine whether, in response to your question, there is 
‘an appropriate role for REALTORS as well as lenders in providing 
such counseling services. We are not seeking to supply you with 
an indefinite answer, at this stage. Rather, we have been 
stimulated by your question into taking another look at our total 
responsibilities in this area. When one suggests that private 
industry, rather than government, should be the vehicle 

for the provision of counseling services, or could at least be 
a@ partial vehicle, it behooves private industry to get the 

facts with respect to such a suggestion. It is the intention 
of the Chairman of our Legislative Committee to pursue this 
matter and to provide you with a more detailed and definitive 
view. oe os 


2) Question: As you will recali, Mayor Mergell testified that "oftentimes home- 
buyers and homeowners are refused financing on reasonable terms 
without even a background or credit check, or an investigation 
of the conditior of the house.“ Would you comment on this statement 
from your invoivement with financial institutions lending in the 
inner city? 


Answer: Refusal to consider an application on grounds of discrimination is 
clearly prohibited by civil rights statutes. On the broader 
implications of your inquiry, widespread refusals to finance 
homebuyers in Inglewood are not borne out by the sales experience 
of the two Multiple Listing Services that operate in the area. 
(See Attachment #2 for a fuller explanation of the REALTOR study). 
In a sample of 166 residential sales in Inglewood during the first 
four months of 1975, only ten fell through prior to closing. Four 
of these fall-throughs were due to an inability to get mortgage 
financing. This indicates that sales are being consummated and some 
financial institutions are actively lending in the inner city. 


3) Question: In your prepared statement you refer to the intent of Title III on the 
grounds that "the bill is aimed at the symptom instead of the 
couse" and further state that title III will "enable depositors 
and local groups to bring pressure on financial institutions to 
make move loans in inner-city areas." Does this mean that the 
realtors are against the concept of “disclosure” which is the 
basis of the SEC legislation, truth-in-lending legislation, 
Interstate Land Sales, Freedom of Information Acts? As I requested 
during the hearing (p. 266 of transcript), did the National 
Association of REALTORS take a position on such disclosure 
requirements? Would you agree, as the courts have said, that 
financial institutions are at least quasi public instrumentalities 
in view of chartering, insurance and regulation? 


Page 3 
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Answer: 


4) Question: 


Question: 


Answer: 


As your question indicated, in part, you did request our comments 

on certain pieces of legislation and law which involve disclosure 
requirements. We responded to that question in our previous comments 
and we will repeat at this time our response once again, for your 
handy reference. (See Attachment #3). On the broader question 
which you pose, we would agree that there are public responsibilities 
for financial institutions. Where we may not always agree is on the 
extent of disclosure and its purposes. In other words, disclosure 
for disclosure's sake may not always be good. For example, we can 
think of a number of pieces of business information which, in the 
hands of con,tit7ts, could have a disastrous effect on the 
disclosing ce p*1i2s and the Congress has frequently legislated 

to protect this “ight of corporate privacy. Further, the widespread 
use of federz’, »xer through the deposit insurance medium deserves 
in our opinion a auch closer look by everyone concerned. 

The Real Estate Settlement Procedures, Act was legislated from that 
philosophical base, and it is not clear at this time whether the 
original purposes of that statute, namely to produce broader 
knowledge of the settlement procedure and relative settlement costs 
have had the effect of bringing down costs. In fact, one can argue 
that sosts may now be higher, resulting from delays in the marketplace, 
the udditional costs to the lenders for providing the service, and 
the fact that some areas where settlement costs are traditionally 
low may be seeing an increase in those costs to meet the “norms” 

of the geographical areas. All this points to a real question 

as to whether the consumer and the public interest are always served 
by what may turn out to be cumbersome and meddlesome disclosure 
requirements. 


The record might not yet be written with respect to RESPA, Mr. 
Chairman, but the record to date is not all that good. 


To what extent does a real estate broker work with the financial 
institutions in their community to assist prospective home purchasers 
in obtaining financing? Don't most real estate offices generally 
have someone assigned to locate financing? 


As part of their total brokerage responsibility, real estate brokers 
do assist prospective home purchasers to obtain financing. 

The extent of this involvement depends largely on the size of the 
office and the wishes of br-yer and seller. In small real estate 
offices, the broker himself may work directly with financial 
institutions, while larger offices may have @ specialized person 

on stafi to handle such matters. 


To what extent is the local board aware of the availability of 
financing in certain areas of the community? 


Board members are most often aware of available financing in the 
areas in which they transact business through other members and 
through affiliate members representing some financial institutions. 
The Board itself is involved only to the extent of bringing these 
persons in contact with one another. 
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Question: 


5) Question: 


6) Question: 
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What has been your experience “in obtaining commitments for mortgages 
in the inner city? On page 255 of the transcript you indicate that 
the realtors will make every effort to assist a prospective purchaser 
in ae ing existing financing on the property. What has been your 
expe: e in helping to arrange such an assumption agreement on 
inner-city properties? 


REALTORS who do business in the inner city are most experienced and 
successful in obtaining financing in these areas. Where mortgage 
contracts permit, REALTORS have been successful in arranging 
assumption agreements for qualified home purchasers. However, 
widely fluctuating interest rates have affected qualifications for 
assvmption. 


If each real estate broker were to take a survey of the experiences 
of each of its agents, wouldn't it be possible to determine the 
extent to which "qualified" purchasers were denied financing because 
of the location of the property. ‘From the agents’ collective 
experience, wouldn't it be possible to determine certain areas in 
which no financial institution would lend? 


A survey of the experience of real estate agents would be useful 
in providing qualitative information on the workings of inner city 
lending practices, and some of the difficulties these practices 
pose for buyers, sellers and agents. From their collective 
experience, agents would be able to provide information on areas in 
which no financial institutions would lend. They would also be 
able to identify areas which are being shunned by lenders and where 
conventional financing is either difficult to obtain or obtainable 
only at a premium. 


Reliable quantitative information is more difficult to obtain. We found 
in our survey of the Inglewood real estate market that measuring 

the "extent to which qualified purchasers were denied financing”, 

does not provide a good measure of the impact of lending practices 

in high risk areas. One of the primary se-vices offered by real 

estate agents is their ability to secure mortgage financing, 
particularly when credit is cight. If agents feel conventional 
financing is difficult to obtain in any area, they will attempt 

to find alternate lending sources, or try to arrange for the assumption 
of an existing mortgage, Thus, sales continue*to be consummated 

and the refusal rate remains low in areas redlined by local lending 
institvtions. An additional problem in obtaining reliable quantitative 
information is that financial institutions may offer some reason, other 
than the location of the property, for denying a mortgage. 


On page 262 of the transcript you mentioned your dj. -ussions with 
HUD concerning its policy on foreclosure of existiiz properties. 
Would you describe the success of your efforts to date in finding 
a purchaser ‘for foreclosed properties? 


’ 
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Answer: 


7) Question: 


8) Question: 


Answer: 
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Attachment #4 is the Recommendations of the National Association 

of REALTORS’ Special Ad Hoc Committee on HUD/VA Repossessed Properties. 
This should give an indication of the work being done by the 

REALTORS in connection with foreclosed properties. 


On page 265 you state that the "internal operation of the savings 
and loan has a great deal more power in dictating where they are 
going to be able to lend funds". By this statement, do you mean 
that regardless of where the institution receives the bulk of its 
deposits, it has no real cesponsibility to reinvest in that area? 


There may, indeed, be differing objectives with respect to the 
activities cf a lending institution in neighborhoods which may be 
declining. As a local service organization, it does have a 
responsibility to its community. However, these principles come in 
to some conflict, in certain instances, with the responsibility of 
the financial institution to lend its funds in a safe, sound, and 
secure way, keeping in mind that the’ funds belong to the saver, 

not the lender, The "prudent man" rule must prevail so that there 
is a reasonable expectancy that the funds will be repaid, and if not, 
that the property securing the loan can be resold to liquidate the 
debt. Should money saved in a downtown office of the financial 
institution be limited in its investment :o the downtown area? Should 
all the savings of a branch office in a suburb all be invested in 
suburban property nearby? It would be equally interesting to 

ask the investor of savings dollars from an area served by a 

savings and loan whether he would be more interested in a reasonable 
and safe return on his investment or in a reinvestment of his 
savings in his own home area -- for that sake aione. Balancing 

of these points of view is not easy, and that is why we referred 

to the "symptom" rather than the "cause" of the basis of your 
inquiry. 


Reference is made to pages 249 and 259 of the transcript where you 
discuss the SAMCO program. It would be most helpful to the 
Subcommittee if you could supply us with more information on this 
subject. ‘ 


We have asked the formuletors of the SAMCO program to provide you 

with their materials on their approach and its success. That response 
from SAMCO is attached (Attachment #1). It was informative to us 

and, we trust, will be similarly informative tc you. Additionally, 

in response to your final point under Question 8, it is hard to state 
at this time that the demonstration approach has had full exposure. 

As we indicated in our testimony, the St. Louis experimert described 
is an action program for that city, and is still in its formative 
stage. It is not really possible as yet to determine the success of 
private industry's efforts to use the pooled risk approach. 

We simply do not have enough facts, or enough time in the field. 

As frustrating as I know it wust be to you and to us to have to state 
this fact, we believe that it would be particularly helpful 

to get the results of the current St. Louis experiment to determine 
whether a national program would be applicable. This question too, 
will be directed to the attention of the REALTORS Legislative Committee 
for their comments and input to you. 
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(The following question is addressed primarily to Mr. Eyermann), 
I understand that many savings and loan associations have 
established relationships with a limited number of real estate 
brokers or builders and that those institutions rarely take 
applications directly from borrowers. Is that the situation, 

as far as you know, 


(Mr. Eyermann): It is my opinion that savings and Loan Associations 
solicit and encourage real estate loans from all REALTORS, real 
estate brokers, builders and mortgage bankers. This is done by 
personal calls, direct mail, newspaper advertising and other means. 
It is only racural to assume that some of these solicitations develop 
into more meaningful relationships with some than with others. I 
beli«ve you would find this situa‘ion to exist where any commodity or 
service is being offered for sale. 


Most real estate loans, particularly on one-to-four family residences, 
are developed, procured and submitted tc’ the lender by the REALTOR 
handling the sale of the property, or by the builder who has 
constructed the new home. It is the uiusual case where a purchaser 
of a new or used residence would be knowledgeable about financing 

and seek his own lending institution. On the other hand, I am not 
aware of any Savings and Loan Association that does not welccme 

loan applications directly from the purchaser or borrower. 


Where this is the situation, the real estate brokers would be, 

in effect, screening the applicants and the neighborhoods where they 
come from if they specialize in a particular neighborhood or houses 
of a particular price range. In your experience, have you found 
that brokers tend to specialize in particular neighborhoods, 

housing types, or price rarges? 


(Mr. Eyermann): In the City and County of St. Louis, we have almost 
600 real estate brokers and approximately 3400 REALTOR-Associates 
(salespeople), in an are1 of 659 square miles. In this large 
geographical expanse, there are approximately 100 individual cities, 
villages and municipalities. I: would be virtually impossible for 
the smaller REALTORS, with a limited seles force and only one or two 
offices, to be knowledgeable about property values throughout the 
entire metropolitan area. Therefure, it stands to reason that 

a small broker would tend to specialize in the area or neighborhood 
in which his office ig located. It does not necessarily follow that 
by limiting his expertise to a neighborhood “that he knows well, he is 
also restricted as to housing types or price ranges, for in nearly 
all of Metropolitan St. Louis, price ranges, types of housing and 
other amenitics will vary from the zenith to th nadir. 


In your experience as a president of a savings and loan association 
in St. Loyis, have you found that the brokers your S&L deals with 
represent all the neighborhoods in its lending area? 


’ 
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(Mr. Eyermann): The Association-of: which I am President, 

lafayette Federal Savings, accepts loan applications from any 
REALTOR, real estate broker, builder, mortgage banker or individual 
in the St. Louis Metropolitan Area. Fortunately for us, the 

real estate brokers with whom we do the majority of our lending 
business have multiple offices throughout St. Louis and St. Louis 
County and represen’: all of the neighborhoods in our lending area. 


How many of the real estate brokers or agents the S&L deals with 
are not affiliated with the National Association of REALTORS? 


(Mr. Eyermann): No effort is made to ascertain if a real estate 
broker or agent, who might be inquiring for a loan in behalf of 
his client, is a REALTOR. Consequently, this information is 

not readily known or accessible. 


Until recently (when the Federal Home Joan Bank Board said it 


violated its nondiscrimination regulations), the appraisal form 

used by many S&Ls, contained a box marked "racial composition 
changing", Your association intludes appraisers. Did they use 

that type of form? Do they now? How was the form used in evaluating 
a property? 


(Mr. Eyermann): Our Association has always used outside fee appraisers 
for evaluation of property for mortgage loan purposes. The 

appraisal form in use prior to 1975 is enclosed, and it does not 
reflect the box "racial composition changing". The present form 

we use is the standard form approved by the Federal Home Loan 

Mortgage Corporation, and it is also enclosed. (See Attachment #5). 


What happens to the summary sheet prepared by the team of salesmen/ 
appraisers sent to a particular home after the multiple listing 
agreement has been signed? What information is contained on their 
summary sheet? 


A caravan of salesmen visit a home after it is listed to familiarize 
themselves with the property so they can show it in an intelligent 
fashion to prospective buyers. The summary sheet which is prepared 

by the listing agent contains a description of- physical characteristics 
of the property and information on price, financing, zoning, etc. 

Each MLS is free to devise its own form. Space is often provided 

for comments. Since the agents are representing the owner of the 
property, this section of the form is used to provide additional 
factual information and to highlight the saleable features of a 
particular listing. 


Lube 20 o 
Richard C. Farrer 


President 
California Association of REALTORS 
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One of the most interesting and meanineful programs in which ! 
ANCO hay spearh -d is Neighborhood Housing Se vices, a Hie ae 
ea ca egal i ram will be put into effect by January of 197 
ec larget avea is E ep ikland and the purpose is to rehabilitate 
A SUsting | Low nO te income housing. The program will be totally 
= syanced by th Vc s without the assistance of any feder cal 
= tds » SAMCO- rovi ; ihe non-profit corporation th co for 
> Aerution and } rovide ‘to auali fied borrowers 1 nort Inds 
or PeCcyC ane sXLSting mortgage debt plus the cost of re 
Son of the so t) iat code compliance is achieved. 
Ye Ford found oe oe grants from local foundations, will 
-cessary funds form a “high risk revolving loen fund,!' i 
“11 be used Assist the ‘non-bankable' home owner to achieve the code 
forcement compliance. Hopefully, by being able to provide long term 
financing at a moderate cost, plus home improvement loans and a high 
fund, an areca which is on the brink of property deterioration with 
trend to a depressed market can be salvaged to create excellent housing - 
ad a strong real estate market, This of course, will protect the 
m>rtyege loan investment of many millions, which. preeonety Gxist within 


oughout the Bay Area and making 
nancing for senior citizen housing 


which SAMCO has craaged itself are provid; 
HUD projects th: 
and permanent fin 


was created he Savings 1 Loan industry to be an adjunct 
Stry. JUS 9oS5€ is to work. with socially eriented projects 
ome an expert in this field. There is much to be ¢one! SAMCO 
anxious to work with any association to accomplish Ele goals as 
by its oe It can do this by making for your association 


rich does not meet the lending pattern as set forth b by the 


OL your association. 


i ‘ 
SAMCO is concentrating on single family cwner occupied 
“exception of senior citizen or HUD projects. We feel 
yecome heavily involved with the pehapil i tation of existin 
AICO stockholders providing pool funds we shall make livi 


re pleasant experience and “hopefully strengt hen the basic 
the family. : 
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need to participate in inner city housin 
with the local authorities envolved and a 
that our area through its Savings and Loan 
rejuvenate the inner core areas of the cit 
ave main offices or branches. 
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SUMMARY 


LOAN POOLS 


1. Shure the risk 
2 Area Code, Zip Code 


MORTGAGE INSURANCE 
i. Absolutely necessary 
DELINQUENT INTEREST CLAIM 
a Forbearance 
2. Prevent foreclosures and abandonnent 
3 Counseling 
ENFORCEMENT 
Must be provided 
Statewide uniformity 
Home Warranty 


AUDIT 


SECONDARY MARKET 


BEST COPY AVAILABLE 


The State could 
insurance pools by 
could be created initially 
ash flow 
borrower. 


AT CAS. 


The State coutc 


the insur 3 3 in nOY ce ) . ; i and CX 


alternatives are 
If a borrower became jay elinquent 
mined that there was ] 
claim could be submitted for interc 
participant or the individ investor. The legitimacy of 
claim would be based 


the borrower I sted b aoa Orize yy ing apency or the 


lender. With an interest loss claim incen , forbearance would 
be received more favorably by lenders and the reduction of fore- 


Closed upon properties would result. 


All cities and counties desiring assistance by private 
mortgage investment must have a code enforcement program conducte 


by its building department. A uniform code enforcement program 


designed by the State to assure safe, Sanitary housing must be 


€reated, 


Further, the properties used <s security for loan purposes 


Should be covered by a home warranty program to assure to both 


the borrower and the lender that protection is available for 


~. 


any major repair during the initial period of occupancy. 


An audit review should be made on all lozns. The audit 


TeVicy : 
FE™ should be a department to investigate any fraud connected 
wieh any : 


insured loan and should have full authority to prosecute 


ia a 
Tre : 
"*fWlarities connected with the transaction of eny loan. 


i0n owned 
activity of 
Since 


provided real estat 


their income range, located in : mortgage funds were 
difficult to ob 
Due to the type of properties and, 3 ases the borrower, 
SAMCO spreads risk 
Vehicle of “Loa, 
owns whole loan, b c “NS a percentage 
block of leans. By this method various quality and 
diversification can be obtained. If a Joss is 
closure, t i i ; hed to the participating inv 
based upon i tage interest in the pool. 
To further r risk of the pool participa to 
conform with sgulatio high ratio loans, SAMCO has asked 


e insurance companies doing busin 


the licensed priv 


in California, to provide the necessary mortgage insurance. 
ever, of late this insurance is difficult to obtain. In antici- 
pation of this possibility, SAMCO attempted to have the companies 
doing this business in California to arrange "quota share" 
insurance pools. An insurance consultant was engaged at SAMCO's 
expense to prepere the insurance agreement. Meetings were con- 
ducted, with representatives of all the insurance. companies, but 
the proposal of SAMCO was rejected. Therefure, without mortgage 
insurance many loans which otherwise could be granted, must be 
disapproved because both State and Federal regulations require 
hortecage insurance on high ratio loans. 

To encourare savings and loan ass0cjations, 
hanks, Vife insurance companies and pen ton funds, 


metive an hiph risl Juans, mortgage anfhrunce 15 necessary. 


Finally, all efforts should 
market for high 
Federal Governne ima foal which must. be Geali-ea 
The State could buy the participation pool certificates 
holders, retain a 10% interest and se} remaining particips- 


tion to either the Fedcral National Mortgage Ass 


ment National Mortgage soci ion or Federal Home 


Corporation, or even with some YM oO ate guarantce, sell to 
‘ynment insured mortgage backed 


securitics are 


PREPARED BY: 


EDWIN Gir i, EXECUTIVE VICE Fi 
SAVINGS AS N MO} : 
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SAVINGS ASSOCIATIONS 
MORTGAGE COMPANY 
INC. 


2483 E. BAYSHORE BLVD. 
SUITE 204-A 
PALO ALTO, CALIFORNIA 
94303 
(415) 328-4602 


GATION of 
‘ OAL 3 

Savings Associations Mortgage Company Ine., 
called SAMCO is a unique class A service corpora: 
tion composed of a consortium of 25 different 
Savings and Loan Associations. By law eath stock- 
holder is a California based association. The total 
assets of the stockholders exceed 14 and 1/2 billion 
dollars. 


ee see 


Co punrosn 


The purpose of the corporation is to provide 
financing for socially oriented projects and to par- 
ticularly make available mortgage funds for quali- 
fied low and moderate income families. We have 
provided financing for the aquisition of housing 
in the suburbs, housing in the cities and for the 
rehabilitation of the existing stock of housing found 
in both locals. 


L..._ OPERATION] 
SAMCO operates as a mortgage banking com- 
pany. It has established a 10 million warehousing 
line of credit with the United California Bank. By 
the use of borrowed bank funds, it closes all loans 
as beneficiary on the deed of trust and then sells 
the loan to its investors who have made a prior 
commitment to purchase. SAMCC then in turn is 
responsible for the servicing of the loan. 
.. LOAN POOLS 
Due to the type of properties and in some cases 
the borrower, SAMCO attempts to spread the risk 


to its investors. This is accoinplished by the vehicle 


of “Loan Participation Pools.” By this method no 
investor owns a whole loan, but rather owns a. 
percentage interest in a block of loans. By ihis 
method various quality and geographical diversi- 
fication can be obtained. I. a loss is suffered by 
foreclosure, the deficit is passed to the participating 
investors based upon their percentage interest in 
the pool. 


{PROJECTS 7) 

SAMCO has worked with the San Francisco 
Redevelopment Agency, Oakland Redevelopment 
Agency, West Oakland Model Cities, the San 
Francisco Development Fund and is in the process 
of offering its services to the Mission Model Cities 
Eivcram, the Rehabilitation of Haight Ashbury, 
ana other major projects throughout the Bay Area. 
Other activities in which SAMCO has engaged 
itself are providing construction funds for HUD 
projects throvghout the Bay Area and making 
available construction and permanent financing 
for senior citizen housing under section 23. 


[THE FUTURE ] 

Presently SAMCO is concentrating on single 
family er-occupied housing with the exception 
of seniox ¢stizen or HUD projects. We feel that we 
shall become heavily involved with the rehabilita- 
tion of existing homes. With SAMCO providing 
pool funds we shall make living in a home a more 
pleasant experience and hopefully strengthen the 
basic unit of society .. . 

The Family. 


ele eee ee ee 
Me (fia 


CoP OR ENE Oot IN, . : : 
mddaensy WHA Re 


RY Wee eS eaehee 


J 


American Savings & Loan Assoc. 

Bell Savings & Loan Assoc. 

Bay Vigw Federal Savings & Loan Assoc. 
California Savings & Loan Company 
Citizens Savings & Loan Assoc. 

Coast Federal Savings & Loan Assoc. 
Fidelity Saviny:; & Loan Assoc. 

First Pueblo Federal Savings & loan Assoc. 
Franklin Savings & Loan Assoc. 

Gibraltar Savings & Loan Assoc. 

Golden West Savings & Loan Assoc. 

Great Western Savings & Loan Assoc. 
Home Savings & Loan Assoc. ~ , ! 
Homestead Savings & Loan Assoc. 

Imperial Savings & Loan Assoc. 

North Bay Federal Savings & Loan Assoc. 
Northern California Savings & Loan Assoc. 
Ross Valley Savings & Loan Assoc. 

San Francisco Federal Savings & Loan Assoc. 
San Joaquin First Federal Savings & Loan Assoc. 
San Jose Savings & Loan Assoc. 

Security Savings & Loan Assoc. 

State Savings & Loan Assoc. 

Twin Pines Federal Savings & Loan Assoc. 


Le ee Cee 
Joseph H. Cowan, President 
Sr. V.P. of Citizens Savings & Loan 
John W. McFarland, Vice President 
Exec. V.P. of Great Western Savings & Lean 
Richard Jaffic, Treasurer 
Sr. V.P. of Golden West Savings & Loan 
William B. Russ, Secretary 
Pres. of Security Savings & Loan 
Edwin G. Forrest, Executive Vice President of ~ 
SAMCO 7 
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Insert on Page 266 cf the St Gérmatn Sub-Committee Hearing Record 
of Monday, July 14, 


Please insert after line 14 the following: 


(The NATIONAL ASSOCIATION OF REALTORS® oubsequently cupplied for 
the record the following information: 


The Association has supported in principle SEC disclosure Legislation, 
but the tenure of such legislation and its subsequent revision{ goes back 30 
far {n time -- as long as 40 years -~ that f¢ ts difficult to supply a 
svectfic answer in depth. : ¥ ‘ 


The NATIONAL ASSOCIATION OF REALTORS has, with respect to Interstate 
Lend Sales, supported “protection of the consumer from fraudulent and 
deceptive interstate land sales tran-acticns through proper cdrinistration 
of reasonable disclosure laws to assist consumers in making intelligent 
purchasing decisions." 


Purther, the NATIONAL ASSOCIATION OF REALTORS has had preblems with the 
#0 called Truth-in-Lending Act, as follows: "In supporting proposala that 
lenders furnish detailed estimates of mortgage-related and other costs prior 
to closing, we believe that this practice would be of far more assistance 
to the average buyer and seller than is the technical and often confusing 
information provided under current Truth-{n-Lending Act procedures, Accord- 
ingly, we urge that lenders who disclose full closing and settlement costs 


on stortized first mortgages embodying simple annual interest rates be 
exempted from Truth-in-Lending requirements’: ) 


1449 


NATIONAL ASSOCIATION OF REALTORS 


Member Services Department 
155 East Superior Street, Chicago, Illinois 60611 - 


REALTOR * ; Telephone 312 440-8000: Telex er? 


‘ 


December 3, 1974 


RECOMMEIDATTONS OF THE 
SPHCI4L AD HOC COMAITTER ON HUD/VA REPOSSES 
NATIONAL ASSOCIATION OF REALTOR: 


SED PROPERTTES 
@ 


National. Associetion President Joseph B. Doherty appointed this Syecial Aa 

Hoc Cexmmittee On HUD/VA Repossessed Propertics to examine the U. 8. Devartrent 
of Housing and Urban Developmwens property disposition program and to determine 
vhether or not the Nationai Assoctzation should take a position in respect of 

i+. The Special Ad Hoc Committee was made up of REALTORS® Marion Maner, Chicago; 
Avthur Mulder, Crend Rapids; Thomas Nash, St. Louis; Leo Taylor, Los Angeles: 
Enrique Velledor, Miami; and Chairman Roger Blackwood from Detroit, and rep- 

y surts a cross section of the United States with emphasis on large cities and 

@ rixtwee of experience in dealing with HUD/VA Repossessed Properties. 


Nhe attached Mimites ct the Spectel Ad Hoc Committzie's Avevst 21, 1974 meeting 
and recotmendea changes in the Selling Broker's Instructional Guide incliwie 
Committec recommendations to streamline end simplify procedures, renove barriers 
waich Liait participation and make possible a rapid. orderly reduction of the 
HuUDP-acevired property invertory. Recommendations of the Snecial AR Hoe Committee 
are summarized as follows: 


1. RECOMMENDED CHANGES TO SELLING PROKFR'S INSTRUCTION GUIPE 


a. The Comittee recarmends elimination of the lottery system in the sale 
of HUD homes. ‘She lottery system is unvorkable since it encouraes 
brokers to submit several offsre for one buyer; it encourages submission 
of unqualified buyers; it Gdiscoureges legitimate buyers and brokers from 
the purchase and sale of HUD homes and it opens the door to possible graft. 


>. The Committee recommends that.all HUD properties of four units or less 
put on the market shall be listed with licensed real estate trokers on 
an ecuitable basis under exclusive right to sell. The mimnmm commissicn 
shell be $700.00 with 7% to be paid for a $10,000 sale or above. The term 
of the listing shail bc 90 days with the local HUD office having the opticn 
to extend the terms of the listing for an added period not to exceed 90 days. 
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c. The Conmittee recommends thet HUD concentrate on "ds is" sales in 

order to reduce the tremendous volume of houses as quickly as pos- 
sible. We have recomnended certain repair and rehabilitation criteria 
with a requirement for necessary city certifications before occupancy 
is granted either for "as is" property or repaired property. 


d. The Committee recommends the elimination of all warranties on HUD 
houses, so long as city certifications are available for use end 
occupancy of the eventual occupant. : 


PROPERTY MANAGEMENT OF HUD OWNED HOMES 


The Committee recommends that competent people be retained for these 
positions and that they be vaid adequate compensation for the job. 

The Committee recommends elimination of the bidding procedure for Area 
Manager positions and the sétting of a fiat rate compensation figure 
based upon the level of expenses in the area which would help eliminate 
inefficiency and graft. We recommed that Area Managers be restricted 
from brokerage activities. 


RECOMMENDED CHANGES IN THE "JOXNT HUD/VA NON-DISCRIMINATION CERTIFICATION" 


KNOWN AS THE “GRISN CARD" 


a. Provision (3) rcquires use of the Equal Opportunity logo, slogan or 
statement in all advertising. This causes unnecessary expense. Many 
brokers will not participate in the sale of HUD homes for this reason. 


b. Provision (4) requires “when advertising any properties located in 
predominantly vhite areas,” that the broker "utilize any available 
minority media, solely or in addition to cther media." This requirenent: 
causes viasteful duplication and expense with no guarantee that "minority 

. media” are actually utilized by nee ete 


The Committee reconmends selcmuiintun of HUD regulations, so that they 
are readily workable and understandable. 3 


The Conmittee strongly recommends that sales of HUD homes be handled 
by qualified sales people; that management be done by qualified man- 
agers; that rehabilitation and repairs ordered by HUD be done by qual- 
ified contractors; and that HUD keep these three areas of exptertise 
separate. 
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NATIONAL ASSOCIATION OF REALTORS® 
MINUTES 
SPECIAL AD HOC COMMITTEE ON HUD/VA 
REPOSSESSED PROPERTIES 
ROOM M-17, DRAKE HOTEL, CHICAGO, ILL. 


Wednesday, August 21, 1974, 8:30.a.m. 


CALL TO ORDER :AND ATTENDANCE 


The meeting of the Special Ad Hoc Committee on HUD/VA Repossessed Properties 
was called to order by Chairman Blackwood. Each member of the Committee 
introduced himself at the request of the Chairman. Attendance slips were 
completed and returned to the Secretary. 


MEMBERS OF THE COMMITTEE PRESENT 

Roger H. Blackwood Marfon Maner 
Thomas R. Nash : Enrique Valledor 
Leo R. Taylor Arthur A. Mulder 
MEMBERS OF THE COMMITTEE ABSENT OR EXCUSED 
James P. O'Conor, Ex Officio Member 

STAFF 

Lee W. Pohl 

Edward E. Simmons, Jr, 

Cindy Higgins 

William D. North, General Counsel 


CHATRMAN'S REMARKS 


Chairman Blackwood reviewed facts, circumstances and recommendations 
resulting from the Citizen's Advisory Conference on Property ‘isposition 
Program held in Washington, D. C.-on September 20 and 21, 1973. This was 
‘more fully covered in material furnished to the Committee Members prior to 
the meeting. The Citizen's Advisory Conference had produced many ideas and 
meaningful recommendations to improve the Property Disposition Program and 
thereby reduce the property inventory. a 


Chairman Blackwood also discussed the basis for formation of the Special 
Ad Hoc Committee. It was appointed by President Doherty to review and 
analyze the current situation with respect to HUD/VA properties. The 
Committee's purpose is to determine whether or not the National Association 
should take some action or public position in this matter. 


The Committee Members were informed about the August 27, 1974, meeting to 

be held in Washington between Chairman Blackwood, representatives of the 
National Association of Real Estate Brokers and William K. Cameron, Director, 
Office of Property Disposition. 
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“P. 2 SPECIAL AD HOC COMMITTEE ON HUD/VA REPOSSESSED PROPERTIES, 
August 21, 1974, Continued: 


Chairman Blackwood asked each member of the Committee to briefly summarize 

the specific situation in their area with respect to HUD/VA Repossessed 
Properties so that the Committee could visualize the national picture. 
Chairman Blackwood began by citing instances in which six HUD properties 

in Detroit were rehabilitated at substantial cost, and available November 1973. 
In August, 1974, only one of these properties has been sold, four have been 
vandalized, and one is still vacant, but miraculously, it is still in good 
condition. Chairman Blackwood stated that this example is typical :of the 
situation in Detroit. 


Thomas Nash reported that most difficulty in the St. Lovis area was con- 
cerned with unrealistic appraisal of HUD property. Appraisals tended to be 
inflated; consequently, repair and rehabilitation decisions were :then based 
upon unsound information. 


Enrique Valledor reported that in Florida many individuals had been retained 
as Area Managers. However, they had neither the experience nor the training 
to do the job. The properties either deteriorate further, or, if repairs 
are made, they are very superficial. nS ve 


Remaining Committee Members agreed with these reports. All of them indicated 
that there is tremendous potential for graft and corruption within the 
Property Disposition Program. 
SUMMARY OF CURRENT REGULATIONS Cs 
Chairman Blackwood asserted that the key to success in the Property Dis- 
position Program lies in successful brokerage and sale of property. Present 
regulations, however, are in many cases so restrictive as to discourage 
participation in the Program and sale of property. The administrative 
procedures are so complex that it often takes HUD many weeks or months to 
perform and accomplish the paper work and procedures necessary to dispose of 
a property. The Committee's expertise should be applied to making current 
regulations more realistic and workable. Current regulations are attached. 


The Committee analyzed the Selling Broker's Instructional Guild beginning 
with Section A, Sale and Offer Procedures for HUD Properties. With respec? 
to Part 1, the best course would be to list the property with a real + uate 
broker who would decide upon appropriate advertising. In Part 3, the 
Committee recommended revisions to discourage offers on a number of HUD 
properties by the same buyer. For example, with respect to Part 3a, a time 
limit of 72 hours was recommended as well as earnest money being submitted 
with Form 9551 or 9551-A, whichever is-used. In Part 3b, the period for 
acceptance of Form 2384 should be reduced from 5 days to 3 working days. 


In connection with Part 4d, there was a discussion of HUD procedures in 
handling abstracts and titles. It was revealed that all such documents for 
all HUD properties are sent to and retained in Washington. The problem as 
disclosed by Enrique Valledor is that many times these important documents 
are lost, misplaced or misfiled and cannot be found. The Committee Members 
agreed that some recommendation should be made with respect to HUD Regional 


’ 


1453 


“P. 3. SPECIAL AD HOC COMMITTEE ON HUD/VA REPOSSESSED PROPERTIES, 
August 21, 1974, Continued: te 


or Area offices retaining abstracts and titles rather than forwarding them 
to Washington. It was further recommended that an accepted offer will be- 
closed within 15 calendar days after the date proof of title is received. 
It was the consensus of Committee opinion that the provisions of Part 8 
encourage buyer submission of multiple offers to purchase and open oppor- 
trunties for graft and corruption. They discourage legitimate buyers and 
professional real estate brokers from participation in the Program. The 
Committee recommends elimination of the lottery system as the best means of 
correcting Part 8. ; 


Part B. describes procedures which apply to the processing of offers and 
sales contracts. After due consideration of existing language, the Committee 
recommends that all HUD properties of 4 units or less that are placed on the 
market must be listed with licensed real estate brokers under exclusive right 
to sell agreements. The Committee further recommends a minimum commission of 
$700 or 7% for sales of over $10,000. The term of the exclusive listing 
should be for not less than 90 days, with an option for the local HUD office 
to extend the listing term for an additional period also not to exceed 90 days. 
The Committee further recommended that HUD reinsure all properties based 
upon approval and certification of habitability from the local unit of 
government. If the Committee's recommendations are accepted, Parts 1, 5 and 
6 of this section are no longer applicable, and Parts 2, 3 and 4 should be 
eliminated. we 

It is recommended that HUD grant the listing broker the right to appoint 
other licensed real estate brokers as sub-agents to cooperate with him in 
selling the property. This will make it clear that HUD desires the listing 
broker to cooperate and authorizes this cooperation. This does not require 
the listing broker to hire someone as sub-agent who could subject the listing 
broker to liability. (Note: The sub-agency is formed when the offer is 
signed. ) 


The Committee discussed methods of listing equitably. The cities could be 
divided into areas, such as zip codes. Brokers could choose areas where 
they wished to have listings. Computer systems could be used to assign 
listings on a equitable basis. ; ; 


MANDATORY PREREQUISITES FOR PARTICIPATION 
tie ti ec dco etek celine et imei 


- 


Abuses of the "green card" were described by Art Mulder. In general, it 

has been used as a lever to force brokers into the program. However, it has 
had the opposite effect. Provisions (3), (4) and (5) cause greater expense 
which many brokers are unwilling to bear in relation to the commissions 
available on sale of HUD properties. Requirements of the Certification in 
HUD's view apply to all properties handled by a broker, not just to HUD 
properties. The requirement to list all property first in minority media 
and then in general circulation media, if so desired, represents a signi- 
ficant increase in cost and an intrusion on the conduct of business. There 
is an apparent_policy conflict, The Office-of Property Disposition wants to 
encourage participation in the Property Disposition Program; however, the 
"green card" required by the Office,of Equal Opportunity greatly reduces the 
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re 
number of those real estate professionals who would like to participate. 

Inasmuch as this appears to be an internal HUD problem, the Committee recommended 
that the area of conflict be identified to HUD for their solution. 


REPAIR AND REHABILITATION CRITERIA 
ER KEEN ETT ERITA 


The Committee believes that individual buyers should be able to purchase 

HUD property on an "as is" basis so long as the property is in condition to 
secure the necessary certification of occupancy and use. Obviously, if the 
cost of rehabilitation and repair to obtain such certificates exceeds what 
might be realistically invested in the property consideration should be 

given to razing the property. The following three point criteria was developed: 


First, if the appraised value of the rehabilitated property 
is 125% or more than the cost of rehabilitation, then 
rehabilitation should be completed, inspected and certificates 
of use and occupancy obtained. The certificates should be 
attached to the property listing. ae 


Second, if the appraised value of the rehabilitated property 
is more than 100% but less than 125% of the cost of rehabil- 
itation, the property should be sold "as is". A list of 
repairs needed to obtain certificates of use and occupancy 
should be attached to the property listing. = 


Third, if the appraised value of the rehabilitated property 
will not exceed 100% of the cost of rehabilitation, then 
the property should be razed. 


This criteria establishes clear out distinctions in property disposition. it 
also eliminates the problem of warranties, for they are left to the sub- 
contractors who did the rehabilitation. In general, these warranties will be 
manufacturer's warranties on new equipment installed. 


The single most important advantage of this criteria is that the buyer knows 
exactly what he is getting. In the first alternative, HUD must reinsure the 
property based upon the certificate of habitability and a proper appraisal. 


The Committee recommends that all HUD houses be immediately classified as to 
condition: 1) May be rehabilitated, 2) Should be razed, 3} To be sold 
"as is". This is necessary in order to make the decisions above. 


lit 


PROPERTY MANAGEMENT 


The Committee reviewed HUD's proposed Incentive Fee Structure which is 

reportedly a new approach to the concept of property management. The H.U.D. 

Area Manager is responsible for management and rehabilitetion of the property. 

The Committee recommends that competent people be retained for these positions 

and that they be paid adequate compensation for the job to be done. Elimination 

of the bidding procedure for Area Manager positions and the setting of some 

flat rate compensation figure based on the level of expenses in the area would go far 
toward elimination of graft and corruption. In many cases, individuals submit 
extremely low bids to secure the position and then resort to questionable means 

to recover their actual costs. A minimum fee, such as $10.00 per house for 100 
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houses, may eliminate this problem. Of course, the local HUD office 
could adjust the minimum fee as it saw fit. 


The Committee discussed the difference between management and brokerage. 
The purpose of management is to maintain the property, while the purpose 
of brokerage is to sell and dispose of the property. For this reason, the 
Committee recommends that the Area Manager be restricted from brokerage or 
selling activities. This would eliminate another avenue that in the past 
has given opportunities for questionable practices on the part of Area 
Managers. 


ADJOURNMENT 


Chairman Blackwood informed the Committee that they would be furnished 
additional supplemeatary material and advised of the outcome of the 
August 27, 1974, meeting in Washington with William K. Cameron, Director, 
Office of Property Disposition. There being no further business, Chairman 
Blackwood adjourned the meeting of the Special Ad Hoc Committee on HUD/VA 
Repossessed Properties. : 


September 5, 1974 
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SELLING EROCER'S INSTRUCTIONAL GUIDE 
’ NOTE: New Frocedures 2, 4 and 5 


SALE_AND OFFER PROCEDURES FOR HUD PROPERTIES — 


i. 


On Fridavs, Saturdavs and Sundivs, new nronerties avatlabk for sale 
will be listed in the Classified section of various newsnapers. 
Proverties taken off the market will also be Fisted. 


. Showing HUD acquired nronerties to nrospective wnichesers before 


their availabilitv for sale h2s been nublicized, is nrohibited. 
When pre-showing is brought to'the attention of CHUD. the Director 
mav. at his discretion, refs9 to accept nurchase offers from the 
broker involved for a veriod un to but. not in excess of 90 davs. 


Submitting of Offers on Properties Listed For Sale "With Warrantv 
and FHA Insurance Available": 


a. Brokers will subzit their buvers' offer on Form 9551, Revised _ 


April. 1973. original erd oe conv. This form should alsy he 
signed bv the buver. Form 9551-A nrust be cenzmleted and sutmitted 
with the offer. 5Brokers mst rut their telenhone number on the 
Form 9551. - Earnest mnoev is not to be submitted with offer. 


If the offer is accepted, we will require a Standard Retail Sales 
Contract... Form 2384, to be completed and forwarded to our office 
for signature within five days. The earnest money must be sent 
with the contract. 6 ee 


After the contract is sicried and delivered, the broker and huver 
will be instructed. to arrange a mortgice interview annointment 
with a contract lender to fi11 out mrteage annlication forms. 
The contract lender will comlete and secure all documents and 
request the Firn Comni tient . Form 2900-4. from HUD and arrange 

a closing. ] - 


Submitting of Offers on Proverties listed For Sale "Cash As wae ‘and 
Vacant: lots: 


a. Brokers will svbmit their buvers' offer on the Standard Retail 
Sdles Contract, Form 2384. 


b. A demsit in the amount of 10% of the otters ecnene peice 
mist be —— with the offer. 4 


After the contract is signed and dakiversd, the broker and buyer 
—— be instructed as to the time and place of the closing. 


An scewnted offer will bs tlesed within 15 calendar days of the 
date of acceptance. 
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5. All ofors being sent or broucht to this office must be in an envolore 
addrssccd to tho Frororty Disnosition Branch and in ‘the lower loft-he-4 
corner print jin larg letters the following: , 


a. Offors to Purchiss-Insured Lo2ans ~ The words: 


Mg5sy 
"OFFER TO PURCHASE" 
"CASE KO. 131- * 


Cosh As Is Offer; ond Vacent Lots ~ The words: 


"CASH" = ; 
" "SEALED BID! : 
MCASE NO. 1%1- " 


HUD_ASSU-TSS KO LIABILITY FCR EDRORS AND RESERVES THE RIGHT TO REJECT t~| 
OFFER. ALG GULeAS LUST Rag? Lis ACCEFT#BLE STANDARDS FOR CHeDiT. 
Brokers are not linited in the mmbor of offers thev ray submit on an 
individual provsrtv, provided each offer is from a different vroc~ = 
purehassr. This is in keeping with HUD's policy of equal oonortunity 
for purchase in the sale of its acquired vronorties. 


Brokera ray not be rostricted from submitting offers by the sare 
vropsective wurchasor on several properties subject to the saze 
five-woridng-doy varied: nor my prospective vurchasers he restricted 
. from sutaltting an offer on cach or anv nucber of the properties subsecz 
to the sama fivoe-vorling-day paricdd. If cny one offer received on a 
given vrocertv from a vurchiser submitting several offers is accested, 
that offer eliminates the rest of his offers from consideration. If 
all of the offors sutuitted by a single nurchaser are on properties 
on which multinle offers have beon received, the first offer from that 
purchaser dratm as the vrirs offer on env nrorerty covered by the 
drawing period elininstes the rest of his offers from consideraticn. 
At any drawing where a vrospective purchaser has subaitted an offer 
on mre than one nrorertv. the procedures for handling his offers will 
be mde lmewn to all in attendance nrior to the drawing. 


BROKERS ARE RECUPSTED TO LIST Cil_A SEP*RATE SHEET OF PAPER THE NAY 


oe 


OF PROSPECIVS FU2CISI2S FOR VHICH THEY ARS SUE MITING 


ON VORE THA Chie FROPERTY 


B. “THE FOLLC.1I PROCEDURES APPLY TO THE PROCESSING OF OFFFRS AND SALES 
CONTRACTS: ne 


1. A five-worlding—day psriod comsncing the work dav following listine 
will be established to accent offers from buyers who will be owmer- 
- eecurants. - If more than ons offer is submitted during the five day 
ea on the sams property, thoy will be treated as simultaneous. 
offers. * 


1459 


A drewing to establish contract nriority, when.there is more than - 
one offer, will bo hold on the first working dav following ths : 
five day period or on tho dste advortised at 3:00 PH in the Propertw . 
Disnosition Office. Brokers and ourchasers may attend. — Please read 


advertisement instructions carefully. 


The priority of offers accepted will be Jimited to just three contracts 
drawn in numerical order, 


If vou retain earnest money deposits and broker tender signed forms, 


‘you should not return these wnile vour client retains a position as 


the result of a drawing. Your written notice on the conv of the reject 
letter that vour client desires te withdraw from or retain the assigned 
position is sufficient just by writing the word "withdraw" or "retain". 


If no offers are received during the initial five-working-day period 
after listing. eny qualified offer meeting the advertised price and | 
terms, received thereafter, will be considered on e first come, first - 
served, basis. NOTE: In the case of receivt of nore than one first 
come offer in one day, a —e will be held the same afternoon at 
3:00 9 clock. i : ' 


Offers from purchasers who do not intend to occupy the property, will 
not be considered for fifteen calendar davs following the date of sales 
listing. These buyers will have to qualify under HUD rules for non- 
occupant buyers. 


"As Is" ‘seles on an "ALL CASH — NO WARRANTY" basis will be offered to 
the highest bidder in excess of the minimm stated vrice. 


HUD acquired properties are available for sale to displaced persons. 
prior to market exposure. Persons displaced as a result of governmental 
action such as urban reneval, highwav construction, airport expansion 

or as a result of rajor disaster mav qualifv. A letter is required 


from the governmental authoritv displacing the person indicating their 


status. Offers to wurchase for displaced versons should be prepared in 
the manner outlined herein and must be subtitted prior to the advertising 
of the property or if advertised within three working days after the 
advertisement anpears. ; -, 


~- PREPARATION OF SALES CONTRACTS: fe 


1. 


All sales contract forms mst be typewritten. Randwritten contracts 

will be rejected. Brokers nust include the purchasers’ residence ad- 
dross, city, ziv code and telerhone nunber under their signatures on 

the Standard Retail Sales Contract, Form 2384. Brokers must also include 
their own office address, etc., on the contracts as well as on the 
comission forms. Anv corrections mst be initialed by the purchasers 

and the brokers. Typewritten.names of clients mst agree with their 
signstures on all forms. Please leave carhon paner intact in all —e 
naged forms. x 
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2. Dretoro rat ters the following in Itcaa mye of Fora , 2304 prior to 
obtainin; tins erences’ sicnsturos on tho calos contracts 


& On all "12 IMenths V Serennty? calos, the titieuing must bo type- 
writton undor Itca "HH": 


“Tho Soller and tho Purchsocr agree that Pars¢raph n on the 
reverso is doloted in its cntiraty and is rarleced by Item I 
as shown on ths attackont to this contract and Iten (6) 

on tho roverse cida is acersicd as shown on the attachment to 
this contrect." (copy of attackccnt is on page 7) 


"If this salo is to ts finonecd by an FHA-insured mortgage, 
tho acesptcnce of this contract is contingsnt upon the 
authority of HUD to insure tho mortmige at the time the sale 
is closcd." 


"Interest rate will be the iercetonies authorized rate in effect 
at the tice of clesing." 


On "CISH ES IS — NO VWERAHTY" sales, the following mst be 
typewritton und3sr Jica "HH": 


"Item 11 is void and no clain will bs mde thereunder," 


On ell VACANT LOT TRANSACTIONS, the following must be typewritten 
_ under Item "H'': 


"Item (6) io amcnded by, limiting the credit to the purchaser 
at closing to $100.00, Purchaser aclnowledses that real 
estate taxes my be based -_ land and previous . - 
‘duprovercnts." i 


Cales contracts for presosctive purchasers under displacement because 
of cond.cration of buildinss by the Government or as a result of an 
Act, of Ged will recoiva priority. Such contracts mst be accompanied 
by Form 2476, Cortizvi sate of Plicdbdt aad and signed by purchasers 
and the Director or Urosn Renmal. 


Sales commission is 5% of sales price. Broker must put his Social 
Security or E=ployor's identification m=ber of Form 9551. 


No carnost money deposit- other then the purcheser's will be accepted 
by this office end rust 6S in ths form of a Postal Money Order or a 

_ Cashior's Check, mada payable to tho Demartrent of Housing & Urban 
Dsvelor=2nt. Checks rust be valid indefinitely. HUD will not accept 
any cheeks void aftor thirty dsy3 or with any period of limitations 
ae to validity, If possible, picase have the ageananae name type 
‘writton on the deposit check as tho remittor. 


3. 
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as stated in ATTACHHENT,: Article No. 11 to Sales Contract, for 15 
days after sales closing. . : 


It is the responsiblity of the selling broker to advise the purchaser 
of the foregoing and that hs is purchasing ths property in its 

"AS IS" conditicn., Please disscurage the sut=mission of list of 
complaints at closing which ars not covered by warranty. Please 
refer to Item No. 11 on the attachzent to the Sales Contract. 


We shail appreciate your fli coopsraticn in connection with the 
foregoing and anticipate that your efforts will result in tetter 
satisfied custorers. 


All real estate personnel are reminded not to make promises to 
purchasers affecting the warranty on the vrorerty or installed 
equipzant.. The only repairs that HUD can ixthorize after sale 
closing are rajor structural repirs to the dwelling, or toa 
tajor coxponent of the plimbinz, hesting or electrical systems 
as stated in ATTACHMENT TO SALES CONTRACT, Item lla and repairs 
to built-ins and equipment, as stated in lib. 
Y 


Any Selling brokers or their agents making representation to 
purchasers that additinnal work will be done by HUD without 
written euthorzation fron the DMrector of the Property Disposition 
Branch, may be held financially responsible for such repairs 
or be subject to disciplinary acticn by the refusal of HUD to 
accept offers on ecquired properties sutmitted by said selling 
brokers cr their agents for a period of up to 90 days. 


F. AVATLABILITY OF KEYS FOR ADVERTISED HUD PROPERTIES: 


zy 


In addition to tho key in the lock bax on the property, Area Manacers 
will keep on hand in thoir offices extra house keys for each property. 


In the event a selling broker does not find a key available on the 
property,.he is directed to obtain a key from the Area Manager during 
office hours. Keys will be furnished ormly to a broker properly 
identified as a licensed real estate broker or salesman. Keys 


- te non-licensed real estate brokers, including prospective purchesers 


will be prohibited. - 


Upon receipt of the key, the selling broker mist sicn a receipt statins 
his name. address end telenhone mocber end time of receiving the ker. 
Keys must be returned to the Area hanager within tvo hours from the 
time of receiving the key ~— or before the closing hour of the 
management office, if tims is less than two hours from — oi the 
key. 


It is the full responsibility of the selling broker to call the Area 
Manager prior to visiting the office to pick up the key to infora him 
of the absence of a key on the property and the need for the key. 


Selling brokers who fail to return the, key promptly, in accordance 
with the foregoing — shall be subject 0 ineligibility 


, . -6. 
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to sell HUD-acquired properties. | “<_< .\' THE HUD OFFICE FOR 
ASSISTANCE REGARDING KEYS.” CALL ‘7. 2’"4 MANAGER WHOSE ADDRESS AND 
TELEPHONE NUMBER ARE ON THE Ph. ‘PE: :.:°%..)% ‘THIS PUBLICATION. 


IMPORTANT! Sales brokers are ieqnes tr ~veing evidence to the closing 
agent that the lock bax has be..n (git. cred to the Area Manager, 
Coumission will not be paid unles:~ ._> evidence is received. 


ut VA_LOANS: 


Veterans' 100% Loans must have a m:nir |)’. £100.00 earnest money deposit 
and a veterans "Certificate of Eli ibs. 5, . 

Prior to closing on any property sold wiis -°:2 months warranty, an 
inspection will be rade by the purchasers’. »elling broker and the Area 
Manager or a representative of HUD and “he “Property Inspection and 
Acceptance" form will be completed. (cvpy --ached) 


SEE ATTACHMENTS 
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CrrcaGO Arta OFFICE 
17 MORT 4 DEARBORN SiRERT 
CHICAGO, ILLINOIS 60602 


uel v ae = : 
th Wacker Drive * 3 : 
CRetae. Htinere 80606 : : . ~~ mcervyarrems 


i a 5.2uP/ 
’ : PROPERTY INSPECTION AND ACCEPTANCE : . 


PROPERTY # _ » 


en EN I A NLT RT 


ADDRESS 


I (We) the undersimed examined this property and axrce 
to accept same in its present "As Is" condition, or with the 
exception of the following items: 


: 
i 
' 
: 
{ 


I (We) further agree that the DEPARTMENT OF HOUSING AND URBAN 
DEVELOPMENT makes no warranties, expressed or implied, with 
respect to this property other than that the plusbing, electrical 
and heating systems are in operating condition, and are £0 
warranted for a period of one year from date hereon, 


Date 
Purcheser 
Selling Brorer 


Any items listed above as. exceptions vill be — or completed 
within a reasonable time 


DEPARTMENT OF HOUSING AND URBAN QEVELCPMEMS 


By 
representative 
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" ATTACHMENT TO STANDARD RETAIL SALES CCVIRACT, FORM 2784 


(a) “na Seller will correct any structiral dofect in the 
a@wolling or in its hsating sr central cooling, plimbing 
end olectrieal systens (excluding ranges, refrizerators, 
Wowetype alr conditioners, ventileting fans, lavndry 

washers end dryers, disinmehers and waste disposers) which 
eceurs within one (1) year for such edditdonal time as the 
Ealler may allow at tha sole discretion of the Seller) after 
tho sale closing previded the Purchaser, upon discovery of 
cuch defect, pre=aptiy notifies the Seller in writing. 
ritten notification will ivot be required for emergency 
repairs which if not ecrrected will affact the habitability 
of the dvelling or the safety cnd health of tha occupants, 
or repairs which if not jnrediately corrected would result 
in damage to tha dwellings. (b) The Sclier will correct any 
operating defect in the range, refrizerator, window-type 
aiy conditioners, ventilating fons, lewdry weshers and 
Gxyers, dishwashers and waste disposers which cccurs within 
H4ltoen (15) days (or such additions] tine as the Seller 
may allow at the sole discration of the Selicr) after tho 
ofle closing provided tho Purchaser, upon discovery of such 
EGcfcot, promptly notifies the Seller in writing. The ware 

.wenty will notagply to new equipment for which the purchaser 
hao been furnished the manufacturor's warranty. (¢) Undor 

- BO circimstances shall this paregraph 11 subject the Seller 
to liability for injury or damege to persons or property by 
Fouson of a dofect in the duelling, ‘its emripcent or its 
Sppurtenanees; for, shall the wudertekings of thio paragraph 
extead to any party otner than the Purchaser and his bona 
fico vendee of the property to whem Purchaser shall have 
assigned his rights hereunder. (d) Seller docs not ~ 
guarsntee water problems caused hy cewer back-ups and/or 
General flooding conditions. 


@. “If the mortraze in to be HUN-insured, HUD will not vay for any 
title evidence as part of closing costs mentaoned in Item ‘e' on 
the reverse hereof except where the mortsagee is governed by 
regulations of a governmental agency which require title evidence 
Snouring a good and valid mortgage. If other than HUD~insured 

~ mortgage financing is involved, HUD will fllow reasonable costs 
for ouch title evidence by & eredit to the purchaser in the 
clooing accounting." 


* 
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AD HOC COMMITTEE ON H.U.D./V.A. REPOSSESSED PROPERTIES : 
RECOMMEND THE FOLLOWING CHANGES TO THE SELLING BROKERS INSTRUCTIONA 
> GUIDE: : 


SELLING BROKER'S, INSTRUCTIONAL GUIDE | 


NOTE: New Procedures 3, 4, and 5 
A. SALE AND OFFER PROCEDURES FOR H.U.D. PROPERTIES 


1. On-Fridays;Saturdays-and-Sundays,;--new- properties available 
fexr—sale-witi-be—listed-—in-the—Classified—seection-of-various 
newspapers.__Preperties—takenoff—the-market—wiii-aise—be-- 
Listed 


The Committee recommends that all H.U.D. properties of 
4 units or less be listed with licensed real estate brokers. 
(See B-7.) : 


Showing H.U.D. acquired properties to prospective purchasers 
before their availability for sale has‘ been publicized, is 
prohibited. When pre-showing is brought to the attention of 
H.U.D., the Director’may, at his discretion, refuse to accept 
purchase offers from the broker involved for a period up to 
but not in excess of 90 days. The committee indicates that 
this ruling is impractical as to enforcement. 


Submitting of Offers cn Properties Listed For Sale "With 
Warranty and FHA Insurance Available": 


a. Brokers will submit their buyers‘ offer on Form 9551, 
Revised April, 1973, original and one copy. This form 
should also be signed by the buyer. Form 9551-A must be 
completed and submitted with the offer. Brokers must 
put their telephone number on the Form 9551. Earnest 
money is net to be submitted with offer in the form of 
a cashiers or certified check. 

H.U.D. must accept or reject the offer within 2 working 
days of receiving the offer. ; 


If the offer is. accepted, we will require a Standard 
Retail Sales Contract, Form 2384, to be comp} ted and 
forwarded to our office for signature within days. 
foal - : 


After the contract is signed and delivered, the broker 
and buyer will be instructed to arrange a mortgage 
interview appointment with a contract lender to fill out 
mortgage application forms. The contract lender will 
complete and secure all documents and request the Firm 
Commitment, Form 2900-4, from H.U.D. and arrange a 

_, closing. . a 

Submitting of Offers on Properties Listed For Sale "Cash 

As Is" and Vacant Lots: 


a. Brokers will submit; their buyers" offer on the Standard 
Retail Sales Contratt, Form 2384. ; 


b. 
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A deposit in the amount of 10% of the offered purchase 
price must be submitted with the offer. 


After the contract is signed and delivered, the broker 
and buyer will be instructed as to the time and place 
of the closing. 


An accepted offer will be closed within 15 calendar 
days of the date of eeeeptance submission of abstract 
certified to date, or a title insurance commitment. 


The committee suggests that upon foreclosure, all 
papers be sent to Washington after recording. We 
suggest that the abstract or title insurance policy 
be retained in the local office. 
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AAL ofora boing sent or brousht to this office must bo in an envatone 
G2dvesgel to tha Frerorty Disnositden Drauch and in the lowsr lore 
cornor print in Joerg lottsre tha folis.ing: : : - 


a. Offers to Prrchon=Inarced Loang ~ Tho vordst 
nggsit 
“OTFER ‘TO PURCHASE" 
"CiSE NO. 131- sy 


Cosh fg Js Offer; ord Vacent Lots ~ The words: 


"CASH" 
"SEALED BID! 
"CLSE HO. 11- 


Gg 


ere 
, 


Brokers avo not limited in the numbor of offers thev rey su Feel 
jndividunl nroserty, provided coeh offer is from1 a cil ferent 


purchaser. Tiis is in kecping witn SUD's polley cr equ.l os 
for purchase in the sale of its acquired vronartios. 


cokers ray not be restricted fron surmttting of fora by t19 
sactiva purchaser on sévGral procertics eubjece 
Piyanomsng-dey varied: nor ay praspsctive vuri7 43% 
Spon subaidcs an offer on each or any nuciar 0” tip 
to the cama Pt wricing-day voried. If anr ons : 
riven vrocverty fron sperchisoar suumitting >> 


purehgser arena as the vrima 6% : qv ooresar sy 
draving poricd olimictes Po fora frou cess csc 
, any drawing whore a 2Gsr.activo vurchsec: “S Mote alt 
Eero than ono vex Sivive the preceduses Tor ham 
=eco kamm to-f in attountanes Triov 25 | 


ED TO_LIS? 


LOT FROCENUABS APPLY JO THE PROCESS TU 


a 
ee er ae ee ae ee ——-= 


tho sects daw (ening = 


‘yericd 

Ait 
A-8 & B 1-6: 
* The committee recommends the elimination of the lottery system and the elimination 
of multiple submissions of buyers as covered in A8 & B 1-6. The lottery system is 
unworkable since it: encourages buyers ahd brokers to submit multiple deals; encourages 


submission of unqualified buyers; discourages legitimate buyers and brokers; opens the - 
door to graft. i 


dl y im | Sais h 


_ BEST COPY AVAILABLE 


55-937 O - 75 - pt.3 - 16 
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iu more than 
aa tho - 
: . the: iron i 
Disvosit Brokers and vurchase 1 c | I 
advertiner Ss Pan ee carcfullyv. 


‘amder eiens 


Fetter Lhablyour pres desires T 
position is sufficient just by wr 


- 


ae Gay po pall eis 
ed price 224 


5. If no offers cre received du 
after Paine eny quali fiéd offer meeting 
terms, received aah, er, will be consice 
served, bseis. kk in the | case of: recci 
come offer in 9 
ale 


Cm. 


D4 oF 


neddercd for £3 fteen eslendar davs foLincang ‘the date 
acne. These buyers will nave to qualixy umir- 
eccurant buyers. 


"a. Whe, mal ALL hi 


Sis 


wD cequired proverties are available for sate i ..-tisplaced persois 
trior to market exposure. Persons displocod -s % result of gevarnmzent1 
ecticn euch 23 urban renewal, highwav constiuctioa, aircort exon: sion 
yr asc result of rajor disaster mav qualifv. A Loite roquirod 
from the ee authoritv disvlecing the ~ecton tnafeatiic oc) 
ctesvsa. Offers to mirchasé for displaced vers» .: shouted be vrectce 
vhe mtiuner ovtlined herein and wust be su Loe open dor tS ‘the eave. 
of the vrovarty or i edverit ged within thre? worliue Gis efter 


cavertiserent anocars. ou 


ry 


PRICARATION OF SALES CONTRACTS: u 


XW sales contract forms must be tywewritten, F« “written coftrec ts 
ve ve rejected. Erokers must includs t).: p:. > cers’ vines ens 
ross, city, zipv code and Yelephone number er... “heis signatuics on 
tine Staenderd Rotuil Sales Contract, Fern S70), Crakers mist as is inscuds 
theis oun office address, ctue., on the cantract.: 25 wols as on b12 
commission forms. nv corrections must be jinitdiaisad by the avrw 
onc the urokers. Twnawritten names of clients me agrea +: 
signaturcs on all forms. Misuse leave cuydon «. © intact ir 
v. 960 forins. a 
* B-7 The committee recommends that all H.U. D. peopuceies of 4 units or less that are 
put on the market shall be listed with licensed real estate brokers under exclusive right 
to sell agreement. The minimum commission: shall be $700 with 7% over $10,000. Term of 
listing to be 90 days, with the local office having option to extend term of listing for 
and added period not to exceed 90 days. 
It is recommended that HUD grat “the listing broker the ‘right to appoint other licensed 
pal rete brokers as sub-agents td epogerase lavas him in the sale of the property. 
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Ostsining tas purchasers! olipastures oa the calcs contract: 


wy 
“eo. Oa all "22 Meaths Verranty" calco, the folloding must bo typo- 
written usdor Tica "AH": oe 


"Ths Soller cnd tho Hieeieaes agrce that Paragraph - ‘1 o- =) 
yoverso is deleted in itn cntiroty aad ts roplee: ic 1Ly uy pe 1 
ao shea on the attncinzont to tis contract and Itcu (a) 

am tho voverse sida is actricd ag shoxn on tha attachm2ns te 
thio contract." (copy of attacicont is on page 7) 


"*? this salo is to ks rare necd by en FHA-inovred mortises, 
tho ecceptance of this coitract ia contingeat upon tac 
evthority of UD to inguro tho zortgacs et the tims the sale 
4s closed." 


"Intercat rate will be tho ipanteih ewthorised rete in effect 
at the tins of clesing." 


Oa "CEN ES ie — HO Wee TY! ‘salos, the following vest 2. 
typeurittsn tu uur ltca "ii": 


"Zien 1i 4g void and no claim will te nad: thereunder." 


Ga cll VACANT Jor T. TmiSACTIO IOVS, the. folicwing mist be typswurstica 
under Itca HM : 


“Item (e) io arwnded by, Liditing the eredit to the purci.asei 
xb closing te $100.00. Furchaser asknowlcdses thet-real 

ntute taxes my ba based upon iand and previous 
durrovescnts ." 


Sclee contracts Lor -prospsctive purchnsors undor displnceren’ becars3 
of conccnration of betldisa by tho ee a os as, a seolt or 
be of Ged wild recoivs priovity. : 
by Tem: 2476, = 


ae 
Selcs eexmaiesion is ae sete3 price. Brpiice euot pus n° 
Security or Deployer's identi fie: ALea mibo- ov For 9555. 


Vo commest moncy doposit othor then ¢he Ure’ ecr'a wl be 

by this office and must be tn tho fuss of a Pesta Moncey Onis - 

Geoliior! s Check, mde payablo to Sia Porartront of AovSiag i 
2: “chopzant . Checks mist bo valid irdefisite: 7. NUD«+ Al2 a 
ony, caseks void after thirty days or with amy Feted of tte 
vc to validity. If possibla, nlcoce have tho porehssgr' 

written on the ceposit chos!: ac the rcevitier> : 

. Recommendations re: Repair and Rehabilitation Criteria: 

These recommendations are based on "as is" sales so long as the property is in 
condition to secure the necessary certification of occupancy and use. Obviously, 
if the cost of rehabilitation and repair to obtain such certificates exceeds what 
might be realisticly be invested in the property consideration should be given to 
razing the property. The following three point criteria was developed: 


1. If the appraised value of the rehabilitated property is 125% or more 
than the cost of rehabilitation, then rehabilitation should be completed, inspected, 
and certificates of use and occupancy obtained. The certificates should be attached 
to the property listing. : 


ae 
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If the appraised value of the rehabilitated property is more than 

100% but less than 125% of the cost of rehabilitation, the property 
should be sold "as is". “A list of repairs needed to obtain Certificates 
of use and occupancy shonld be attached to the property listing. 


If the appraised value of the rehabilitated property will not exceed 
100% of the cost of rehabilitation, then the property should be 
razed. This criteria establishes clear cut distinctions in property 
disposition. It also eliminates the problem of warranties, for they 
are left to the subcontractors who did the rehabilitation. In 
general, these warranties will be manufacturer's warranties on new 
equipment installed. ‘ 


The committee recommends elimination of all warranties of H.U.D. houses, 
so long as there is a certificate of habitability. (Note: if the property is 
rehabitable, the contractor can warrant workmanship.) 

re-insure all H.U.D. : . 

We recommend that H.U.D./houses, based upon appraisal and passing city 

certification. y 
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Any contract accompanied by the sclling breker's. check, his escrow 
check, currency exchange checks or Amcrican Express checks will ae 
be accepted and the contract and check will te returned. : 


Sales brokers mist telephone HUD premptly of any cancellation of 
sales contracts by buyers and confira’ by letter. 


A letter from the purchaser (or sales broker), requesting withdrawl 
from an accepted ccntract must state reason therefor and must be re- 
ceived in the HUD office before a sales contract can be cancelled ond 
deposit returned. If a legitimate reason is not pon Wichin 2 
epees a tire, the earnest monev deposit will te 


OCCUPANCY FRTOR TO CLOSING: 


Occupancy a to closing will be approved cnly if, (1) the property is 
located in an area subjet to vandalism and insurance cannot te cbtaine= 
with the house unccecpvied, or (2) the purchaser will endure sever= hard- 
ship unless occurancy is granted. Full docuwzentatiocn of the hardshio 
tust be sutzitted with the request. In both cases, the ican conzitzen® 
must have been issved and transmitted to the mortgag Res with the entire 
dovn payment received by HUD. : 


« 
? 


Requests rust be forwarded in fie to this office and cne “cory sent 
to the Area Maneger. Authorization for possession will ts by a month- 
to-menth lease at a rental set by HUD. 


CGiDITION CF HUD ACQUIRED PROPERTIES: 


1. Acquired properties are repaired tefore being offered 
brokers shouid not indicate to prospective purchasers 
repairs vill be made. We contemplate delivery of the 
its condition at time of simming sales contract. If, r the sim 
of the sales contract, the property is demased by vendals, we will 
repair preperty to its condition at tize of sirning the sales contract. 
It is the representation of the Lopartment of Housing and Uricn 
Developzent that HUD-acaquired prope rties are structurally safe and 
that the operating systems end eaipnent, (heating, plucbing and 
electrical), are in food operating condition. This means that, 
insofar as the DUD bas been able to determine, there are no hidden 
or latent cefects in the stractirai aes hapeyras Syscems. . It Zoes 
rot mean 6nd it is not to te implied + ‘hat: the dwelling, et sur= ic: 3 
structural components and operating Popa ere in ne.) conditin. 
For exzercple, it means that the roof is tight and is mot leaking, but 
cgain, for example, it does not mean the the roc? flxesing will be 
trouble free or that the roof itself .AiD. be troutle free for the 
same period of time to be expected of a newly installed roof. 


Please note that the standard 12 months warranty on the sales.ccntract 
specificaily excludes appliances such as built-in range and oven, 
garbege disposal, foeestanding ranges or refrigerctors, ventilecing 
sans, etc. However, heating units anc water heaters ere ineludeu in 


the 12 wonths varrarty.. As a contingency of sale, sD agree to ation 


tc deliver inc: above stated built-ins rixi SaeE fuent {if anv) in 
reasor.able operctinz condition at clesing tséy OPE wSrra.ivei ony 


* The committee recommends that sales of H.U.D. houses be made without warranties, 
as long as city certifications are available for use and occupancy. 
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as stated in ATTACHMENT, Article No. 11 to Sales Contract, for 1: 
days after sales olosing. . , 


It is the responsiblity of the selling broker to ndvise t':> wereetse 
of the forsroing and that ha is purchasing tho propevtz in iss 

"4S IS" condition. Filcase Ciscourage the subuissica of list of 
complaints at closing which ars not covered by warranty. ilees.. 
refer to Ites No. 11 on the attachzont to the Sales Contr-ct. 


We shail appreciate your full cocpsraticn in connection with the 
foregoing and anticipate ‘that your efforts will result in ctetee: 
satisfied customers. : 


All real estate personnel are reminded not to make premises to 
burchasers affocting the varranty on the Drorerty or installe: 
equiszcant. Tho only repairs that HUD can authorize after aais 
closing ore rajor structural repir3 to the dwellinz, or toa 
tajor coxpenent of the plicabina, heating cr electrical syste; 

"ag stated in ATTACHIENT TO SALZS CCHTPACT, Item lia and repa:--s 
to built-ins end equipment, as stated in lib. 


Y ‘ 

3. Any Selling brokers or thoir agents making representation to 
purchasers that additienal work will be done by HUD without 
written euthorzation fron the Directcr of the Property Dissosit: 
Branch, way be held financially responsible for such resairs 
or be subject to disciplinary acticn by the refusal of HUD ts 
accept offors on ecquircd properties submitted ty seid seliins 
brokers cr their agents for a period of up to 90 dass. 


F. AVATLABILITY OF KEYS FOR ADVERTISED HUD FROPFRTIES: 


1. In addition to the key in the lock bex on the property, e 
will keep en hand in their offices extra house keys for sacn pcs: 


the event a gelling broker does not find a key avetinble or: t1:2 
property, hs is directed to obtain a key from the Area BPinsser gore: 
office tours. Keys will be furnished only te a broker propic t+ 
identificd e9 a licensed real estate brokar or sa 2eT™, Af orgs 
to non-licensed real cstate brokers, including prosp2sive Furs. 226.3 


will be prohibited.- 


Upon reccipt of the key, tho selling broker rust sim s ressine rt-ti- 
his nar2, eddress end telenhone nuvi ‘ 
Keys must be returned 40 tna Aroa Fanzser within tn | ne 
time of receiving the key -- or before the Closing ssw: 
management office, if tims is less than tro houre fron rec: 
key, i 


It 4s thea full responsibility of the ssiling broker to call 2h 
Manager prior to visiting tha office to pick up the key to 1 fans 
of the absence of a key on: the property en! the nezd for the ke, 


Selling brokers wae’ fail to rectum tha key promily, in scoozane: 
with the foregoing instructiona, shell bs Subject oy ined isis. 


« ‘ ie 
’ ~i- 
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to sell HUD-acquired properties. DO NOT CALL THE HUD OFFICE FOR 
ASSISTANCE REGARDING KEYS. CALL THE -AREA MANAGER WHOSE ADDRESS sD 
TELEFHONE NUMBER ARE ON THE PROPERTY LIST IN THTS PUBLICATION. 


TMPORTANT! Sales brokers are required to bring evidence to th? closir7 
egent that the lock box has been delivered to the Area Managei’. 
Cormission will not be paid unless this evidence is rece:ved. 


100% VA LOANS: 


Veterans' 100% Loans must have a minicum of $100.00 earnest coney deposit 
and co veterans "Certificate of Eligibility". 


Prior to closing on any property sold with a 12 months warranty, an 
inspection will be rade by the purchasers’ selling orcker and the Ares 
Manager or a representative of HUD and the "Property Inspectica and 
Acceptance" form will be completed. (copy attached) 


SEE ATTACHMENTS 
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™ Hind Sf ' 17 KORIH OEARGORN SikeGT 
é _ otaidle es 
Scie woe si CHICAGO, ILLIMUIS 60402 
kEEION Vv 


100 Sauth Weeker rive , a * 
Cherese, Hhieole 10606 . ee ‘ i wOCeLwvocrea + 
; ois 
5.280 


; PROPERTY INSPECTION AND ACCEPTANCE ai 


haga A error ae cree Tae Se ts ON 


ADDRESS 


I (We) the undersicned examined this property nnd azree 
to accept, same in its present "Ag Is" condition, or vith the 
exception of the follcoving items: 


{ 
! 


; y 


I(We) Murther agree that the DEPARTMENT OF HOUSTRG AMD UREAN 
DEVELCIYENT takes no warronties, expresaed or dinoplicd, 1th 
reepect to this property other than thet the Plumbing, electrics) 
and heating systews are in operating condition, cnd-are ne ; ae 
werranted for a period of one year fren date hercon, 


Date 


Tine 


Any items Jisted above as exceptions will be rpan-Apet o> 
within a reasénable tine. a 


DEPARTMENT OF HOUSING AD ure. DEV ELC EAL 


By 
ft meaner tere sens orem Le sertiet + oso 


Kearesentacive 


— 
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LSPACOENT TO STANDARD RETADL SLES CamucT, For? 233% 


.- . e 


(a) The Soller will correct any atreetural defect in th2 
cxoliing or in its heating cr central ecoling, plumbing 

and oloctrical systeny (cxcluding ranges, rofrigoratcrs, 
uindgowetype? air conditioners, ventilating fans, lawmdry 
weehers end dryers, dishx2zehnera end waste disposcis) vhics 
ecars within one (1) year (or such ddditdonc1 time eo the 
Eallor may allow at the sole diceretion of the Seller) aftaz 
¢22 cale closing provided the Furchaser, upon discovery 2. . 
cuch defect, provptiy netifies the Saller-in writins. 

tition notéfication will not be required for emergeney 
repairs which 1f not corrected will effect the habitabi2iir 
ef tho dwelling em the safety cnd health of the oce werts, 
er repsira which if not imvedistely correctad would rest. 
oe dezage to the cwelling. (od) The Seller sill ecorvect an7 

sating defect in the range, refrizerater, window-‘77) 

py ccaditioners, ventilating fons, lewdry washers snd 
Geyers, dishweshers and waste disposera which ocewrs withiz 
E3Etsen (15) days (or cuch sdcitional time oo the Sailer 

ray’ cllow at the sole diseration of tho Soller) after tc 
eflo closing provided the Purchaser, umm disccvery Of sveh 
.Cefest, proaptly notifies the Seller in uriting. Tho eam 
senty will not erply. te now equipment for which the murshses> 
239 Leon furniched the manufacturer's sarranty. (4) Undo> 
Se Gircksstances shall this paragraph 11 subject the Seiler 
&% lisbility for injury or demags to porsens or property b7 
wousen of a defect in the ewelling, ite coutprsnt er its 
Eppvrteasncee; nor, shall the wndertakings of this peresraf} 
esstend to any party otner than tho Furchaser and his bona 
£ico vendee of the property te whom Purchacer shall usva 
assisned his rights heremdor. (d) Seller caes not 
Guerciiee water problema caused ky sewor bec!s-upo wiatigle 
Geucxal Plooding Conds LLODBe 


Go TEP the mortrarce in to te HUD-insurod, RUD wil. not sey for sv 
‘Chile cv. evidence as part or ¢losins sogte meavionsd 3A “Tees “Tat on 
tig reverse hereof except where the mortgagee in governed dy. 
Fegulations of a covermmental agency whieh require title evidaner 
$mivving & good and valid mortgege. If other then HUD-insured 
certgage finaneing i9 involved, HUD will allo: reasenable svete 
for gach title evidence by a ercdit to tho purciase> in tha 
elocing accovntinge" 


< 


Arrears SEOR KE AL PROPER ES ww LAFAYLTTE PE DLICAL SAVINGS AN 
LOAN ASSOCIATION OF GRLATER ST. LO 


ven with Street 
Gravel 


Architectural Ty pe 

Latene is ¢ } Asphalt 9 

Borel ba ron bi aT Sin Sush Fret 
Base 1 : x : Ist Plow foundation. Concrete 
Lleetn y 

Weutiig Mant Sunbe Converted Forced Air Fuel Cas 

Hot Water Supp ts 40 paullon Ate Conditioning No 

Heong | Herdwood & Walls Plaster. & Dry Wall 
Finepluce Ye No X Pyhaust Fan. Yes Qwik Disposal: Yes 
Kitchen Floor Hardwood Cabinets Some Wood. Sink Single bowl po 
Dishwasher: Ves No X Builtin Kange & Oven: Yes Neo 

No. of Keorns Ist floor 4 And Noor 4 41d Moor i TOTAL __g 

Baths) Number 2 Floors Vinyl & Coxgpge-. Wamscoting Plaster 

Showers hone _ Exta Pintures None i 

No, of Units Z Rediooms ea. Unit At _ Baths ca. Unit _ Elevators 

Rents 

Quality of Building Average General conditior Geed 

Car caps 2 Ext wall : Roof, Asphalt Floor Dirt 


> ¢ + 
Doors Frame Hing Condition Fair 


st 


Volume, 2 
Aiea & 2r 


sy it Layout - Main - Living; Kitchen; 
J Addinion APETS sg tt. 2 Bedrooms; 1 Bath; Upper - 2 
iter Addition s sq tt Bedro ;.1 Bath - 2 Smaller Rooms 
Lay out TOTAL sq. it Possible Studies.or bedrooms 


Garage 84 204 sq ft 


Land k Front Ft. ¢ 3 (including landscaping, gardening, walks, drives 
cto) § 4,000. 

Present ) ; 383 Ss 1,914: 
Replacement) Lining Space. -1536 S$ 24,960. 
Cost ) Basement 896 4 $ 2,195, 

4 $29,070. 
Age of Bus 50 
Depreciation 20 Yeas 2 ‘ ou) 11,628. 
Deprecisted Value of Hides. — Cost Approach 
Prchmvinary Valus of Land & Improvements 
Adjustments A Eatias Deprecated ~ Viiy or (Minus) i 
1 Bath 400 
Functional Obsolvecence - Kitchen & baths (3000 


Detferred Miintainance.- Painting of. Garage, Leying (1.000 
Concrete Floor, kepair Doors 


Total Adjustinents © Net A (3,600. ) 
Repairs, t required 17,842, 


Comparable Sales > Comments: ; 3 
545% Pernod - 8/73 - $16,500 - 6-3-1 - 953 sq.ft. - 40 years old - 2-car garage - 
wa A/C = 970 sq.ft. Lot - Smaller - 3 Bedroom vs 4 Bedroom - 1 Bath vs 2 Baths- 
But brick vs Composition Shingle. 

OU3T Olvathes - 7/73 = $24,000 - 7-4-15 - 1680 sq.ft. - 14 Story - Brick - 36 year: 
old - } car garage - A/C - Fireplace - Finished Basement - 3750 sq.ft. Lot - Large: 
A/C vs Korn Finished hasement vs None - Brick vs Composition Shingle. 

5603 Vernod = 8/73 - $23,500 - 7-4-1 - 1108 sq.ft. - 14 Story - Brick - 26 years 
old = A/C - 2-cay paraye - Fireplace - 4550 ft. YOt Bath vs 2 Fatt 
Wut AJC vis None = Fireplace vs "Phy s tr abil ate eae ene 


al ' rT) 


Pecetity that binae pre ected thie property, and have wo umerest in at 


uh ed 


‘ 


ed Lie 


OME EY 


x 
TOTAL 
Plaster 


Addition 
Garage 
Land 


Present ) Garag 
Replacement) — Living 
Cost ) Basernent 


Age of 
Depree : 
Depiee sted Value of Bldgs, - Cost Appivach : in ae3. 
Prchummary Value of Land & Improvements : a aa. 
Adjustments & Extras Depreciated — Plus oi) Minus) 
1 Bath 

tional 

nanee_- Pai 


Floor, Repair Doors 


Total Adjustments —} 
‘] 


Comparable Sales — Comments: a eo <5 


:rnod = 8/73 - $18,500 - 6-3-1 - 953 sq.ft. - 40 years old - 2-car 


No A/€ - 3570 sq.ft. Lot - Smaller - 3 Bedroom vs 4 bedroom - 1 Bath vs 
but Brick vs Composition Shingle. 


Oleuthen = 7/73 - $26,000 + 7-4 


1 car a 
A/C vs Nong Finished Basement vs 


sq.ft. = bt} Story - Brick 


s¢ - A/C - Fireplace - Finislied hasoment - 3750 sq.ft. Lot 


hone i « vs Composition Shingle. 
8/73 ~ $23,500 - 7-4-1 - s + 1s Stor brich + 
fdvaue + Firep) acc AS ha. fbi let = s 
Fireplace ve Spey KMS vsition 


HEAP ate 


df this properts 


hools 
Hoosteatewnal Pochines 
Lvsel ol fares 


rudy Of UbNLCS 


airy ae { : t : 2 t J Piaster 


ving Room 


aning Hoon 


Ly Of Construction (IMutertuls & Fraisn) 


BEST COPY AVAILABLE 


Ustea pe 


® 
s 
a 
ba 
é 


+ cane tan: 
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August 1, 1975 


fonorable David M. dewWilde 

Acting Assistant Secretary- 
Commissioner 

Housing Production and Mortgage 
Credit 

HUD Building 

Washington, D. C. 20410 


Dear Mr. deWilde: 


On behalf of the subcommittee, I would like to express 
our appreciation for your recent testimony and that of Deputy 
Assistant Secretary Lilley. 


Copies of the transcript of your remarks have been fur- 
nished under separate cover. While reviewing the transcripts 
and reflecting on testimony of witnesses who followed your 
presentation, your response, and that of other DHUD officials, 
where appropriate, to a number of additional questions will 
serve to round out our hearing record, highlighting the im- 
portance of Title III, as the subcommittee continues to search 
for better methods of providing access to credit by individuals 
and municipalities alike. 


In addition, as I made clear in my letter of invitation 
and re-emphasized in my opening statement, a copy of which is 


enclosed, the hearings on H.R. 8024 are considered to be an 
integral part of this subcommittee's FINE Study. On page 369 
of the transcript, I stated that as the FINE Study proceeded, 
the appropriate subcommittee of jurisdiction would be respond- 
ing to the problem areas developed. Chairman Barrett, in his 
characteristic manner, has meved deciswely based upon the 
testimony of the Semer panel as evidenced by his excellent 
floor statement appearing on page H7556 of the July 25 Record, 
a copy of which is enclosed. 


Honorable David M. DeWilde 
Page 2 
August 1, 1975 


Since the Housing Subcommittee probe is clearly an 
integral part of the FINE Study, of necessity questions 
concerning the operations of the secondary market and the 
future role of FHA must be resolved as we seek to develop 
alternative approaches under Component I of the FINE Study, 
Relationship Between Banks and Thrift Institutions. A copy 
of the PINE Study release is enclosed for your Information. 
Your response to the appropriate questions addressed to 
Messrs. Semer, Zimmerman and Sternlieb in the subcommittee 
letter of July 23, a copy of which is enclosed, will be appre- 
ciated. A copy of their statement to the subcommittee is 
also enclosed so that responses can be prepared based upon 
their complete statements. In particular, DHUD responses to 
questions 2(a), 5, 6, 8, 9-14, 18, 19 and 22 are required. 


The following questions are based primarily upon your 
responses to subcommittee questioning: 


1. On page 370 you make reference to your on-going 
study concerning FHA. What is your best estimate as 
to when we may expect the results of that study and 
transmittal of specific recommendations? 


2. Could you elaborate on your statement beginning 
at the bottom of p. 370, "I think the important thing 
about the Financial Institutions Act is the fact that 
it would stimulate mortgage lending by a broad group 
of conventional lenders and reduce the problem of 
disintermediation. ..?? 


3. Do you have specific suggestions as to how a 
favorable “atmosphere* can be developed as suggested 
by your xrepponse at the bottom of p. 373? 


4. On paye 381 you refer to "the benefit that one 
could get out of the information available”. Do you 
contemplate this information could assist DHUD in 
evaluating the adequacy of local government's Title 
I, Community Development Grants Submissions? 


5. Does Secretary Hills’ recent Submission to the Senate 
Banking Committee on S. 1281 modify your noncomnital 
statement appearing on p. 382? Please supply a copy 

of Secretary Hills' letter expressing DHUD's views on 

S. 1281, as modified. 
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6. In view of Mr. Perry's response to Congressman 
Fauntroy on page 393, the subcommittee would ask that 
Mr. Lilley review his response to Congressman Rousselot 
on page 375 as to the effect H.R. 8024 would have on 
the location of existing financial institutions. 


7. Please supply a copy of the preJi:ninary report 
referred to on page 402 summarizing neighborhood 
preservation commitments of the first 40 cities com- 
plying with Title I requirements. 


8. Your comments on the unrestricted use of the FIA 
tax credit incentive referred to on page 426 will be 
helpful to our current review of tax alternatives as 
a part of the FINE Study. 


9. Does DHUD have adequate resources to comply with 
the requirement of Sec. 304 to collate statistical 
summaries for transmittal to the respective banking 
committees? 


10. Secretary Hills in a recent statement to the 
Senate Banking Committee referred to an additional 
study being conducted for DHUD assessing the impact 
of FIA '75 on housing. Please advise as to status of 
latest study, furnishing a copy when available. 


11. What specific steps are being considered to in- 
sure coordination of DHVUD abandoned property disposal 
efforts with local community neighborhood preservation 
plans? 


42. A copy of Census Director Barabba‘s letter of 

July 31 4s enclosed. DHUD suggestions for the 1980 
decennial program will be appreciated. The subcommittee 
also will appreciate DHUD proposed amendments to H.R. 
8024 watts present form with particular attention to 
Sec. 304 which sets forth a significant continuing 

role for DHUD. The possibility of ‘tying the information 
developed to the Title I Community Development Grant 
Application process as a means of insuring exhhange of 
financial institution data with local planning officials 
should be discussed. 
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13. Please furnish a detailed breakdown of Urban 
Reinvestment Task Force efforts to date and plans 
for the future. A listing of cities assisted, pro~ 
jects inditiated and completed, Federal funds ex- 
pended, state and local expenditures and private 
investment should be included. 


14. A copy of Federa& National Mortgage Association 
Board Chairman and President Oakley Hunter's statement 
before the Subcommittee on Manpower and Housing of 
the House Government Operations Committee is enclosed 
for your review and comment where appropriate in 
view of the relationship to FNMA of FHA. 


15. Your attention is specifically directed to Mr. 
Hunter's recommendations beginning on page 31. Since 
they appear to be quite similar to a number of recom- 
mendations made by the House Government Operations 
Committee in Report 92-1152, adopted unanimously on 
June 20, 1972, a brief summary of DHUD efforts during 
the intervening three years and projected plans is re- 
quired. 


16. Your response to Mr. Farrer's statement on page 
262 to the effect that realtors have not been given 
the opportunity to work with DHUD prior to fore- 
closure will be appreciated. It is recognized that a 
full response to question No. 15 will point up the 
impracticality and in certain high crime areas the 
{impossibility of conferring prior to foreclosure, 
particularly in the many instances where abandonment 
occurs without notice, 


iks stated previdysly; the subcommittee requests DHUD 
responses to the foregoing questions and your suggestions for 
amendment to H.R. 8024 by August 13. In view of the scope 
of the questions, we can understand your desire to postpone 
a response to certain questions relating to the Housing Sub- 
committee probe in the interest of as comprehensive a reply 
as possible. Accordingly, those responses to FHA in particular 
can be deferred until sich time as definitive information can 
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be furnished. The importance of a full response ultimately 
to all questions cannot be overstated, however, as an in- 
tegral requirement of our FINE Study. 


Your continued cooperation is deeply appreciated, 


Sincerely, 


Fernand J. St Germain 
Chairman 


DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 


FEDERAL HOUSING ADMINISTRATION 
WASHINGTON, D.C. 20411 


ASSISTANT SECRETARY-COMMISSIONER 


Honorable Fernand J. St Germain 
House of Representatives 
Washington, D. C. 20515 


Dear Mr. St Germain: 


In your letter dated August 1, 1975, you asked that I 
outline my sucgestions for possible changes which I would 
like to see incorporated in U. R. 8024. As I stated in 
my testimony before the House Subcommittee on Financial 
Institutions, Supervision, Regulation and Insurance on 
July 15, 1975, there are a number of changes which T would 
endorse. 


First, with respect to Title I, the extension of Reculation 
Q authority, I would suggest that the extension be for 

less than one year. While I do not object to the extension 
itself, I am concerned that a full one year extension might 
undercut efforts to secure the earliest possible enactment 
of the Financial Institutions Act. 


With respect to Title III of H. R. 8024, there are a number 
of chances which I would like to see made if the Congress 
does decide to sursue this legislation. First, I question 
the apparent underlying assumption that lenders have an 
obligation to lend in a manner consistent with the pattern 
of their deposits. While all lenders should be expected 

to play a constructive role in their communities, they do 
have a fiduciary obligation to depositors which reauires 
that they exercise prudence in lending. 


Secondly, I do not feel that lenders should be required to 
provide information on the source and amount of devosits. 
To begin with, this requirement appears to be inconsistent 
with the provisions of the bill that require the Bureau of 
the Census to study the feasibility, usefulness and cost of 
collecting data showing the geocravhic source of denosits. 
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Moreover, I do not feel that such data, if collected, would 
provide citizens or public officials with the types of 
information necessa 5 


Finally, I susgest the elimination of the Title III require- 
ment that lending and deposit information for an institution's 
entiré "area" be maintained in each office. It would seem 

to be more approcriate to require that individual offices 
maintain data for their own service area and that the over- 
all information he maintained only at the central office, 


I hope that these suggestions will be useful to the sub 
committee. 


Sincerely, 


David M. deWilde 
Acting Assistant Secretary-Commissioner 


DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 


FEDERAL HOUSING ADMINISTRATION 
WASHINGTON, D.C. 20411 


ASSISTANT SECRETARY- COMMISSIONER 


Honorable Fernand 7. St Germain 
House of Representatives 
Washington, D.C. 20515 


Dear Mr. St Germain: 


This is in response to your letter of Auqust 1, 1975, in 
which you asked that I supply the House Subcommittee on 
Financial Institutions Supervision, Regulations and 
Insurance with information covering a number of issues. 

JI regret the delay in providing you with a comprehensive 
response to your letter. However, I hope you will under- 
stand that the delay was necessary because of the number 
and complexity of the issues raised. 


The questions and answers which are attached have been 
numbered according to the system employed in your letter 
and are divided into two separate parts. The first set 


deals with the questions which were based on my responses 

to Subcommittee questioninc, while the second set deals 

with the series of questions which were originally addreased 
to Mr. Milton P. Semer, in a letter dated July 23, 1975. 


I hope that the information which I have provided will 
be of assistance and I wish to thank you again for permit ~ 
ting me to testify before the Subcommittee. 


Sincerely, 


David M. deWilde 
Deputy Assistant Secretary-Conmmissioner 


Attachments 
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Subcommittee Questions 


Question #1 


On page 370 you make reference to your on-going study concerning FHA. 
What is your best estimate as to when we may expect the results of 
that study and transmittal of specific recommendations? 


up reports, the 
e deems appropriate, 
ablished. 


a ~intermediation..."2 
Answer 


I believe that an assessment of the likely 
IA) on mort 


e 


S i reduce the propor- 
However, this 

ion be more than 
ons. 


should in- 
As a result, 
11 go into mortgages, 
Thus, S&Ls too, could 


Question #3 


Do you have specific suggestions as to how a favorable "atmosphere" 
can be developed as Suggested by your response at the bottom of 
Page 373? 
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Answer 


One approach for communities which feel a need to enlist the support 
of financial institutions to prevent funds being withdrawn from parti- 
cular neighborhoods might be to pattern their actions along the lines 
taken by the private groups in Pittsburgh in the late 1960's. 


Question #4 


On page 381 you refer to "the benefit that one could get out of the 
information available". Do you contemplate this information could 
assist DHUD in evaluating the adequacy of local government's Title _ 
I, Community Development Grants Submissions? 


Answer 


It is possible that the information made available pursuant to 
Title III of H. R. 8024 might assist HUD in evaluating community 
development block grant submissions. However, this information 

may be of limited value because the bulk of our applicants would 

be preparing applications which, in general, would tend to address 
areas where dis-investment had occurred over a number of years, even 
decades. - Therefore, current information on recent loan practices 

of financial institutions would only be an indicator of future areas 
of concern, which might not necessarily relate to the current year's 
program under the block grant program. 


Question #5 


Does Secretary Hills' recent submission to the Senate Banking Commit- 
tee on S. 1281 modify your noncommital statement appearing on page 
382? Please supply a copy of Secretary Hills’ letter expressing 
DHUD's views on S. 1281, as modified. 


Answer : 
I see no reason to change the statement which I made during my testi-~ 
mony before the Subcommittee. It is my understanding that the Depart- 
ment of Housing and Urban Development has not taken a firm position 
with respect to Title III of H. R. 8024. As requested, I have 
attached a copy of the letter from Secretary Hills to Senator Proxmire 
dated May 22, 1975. (See Exhibit A.) 


Question #6 


In view of Mr. Perry's response to Congressman Fauntroy on page 393, 
the subcommittee would ask that Mr. Lilley review his response to 
Congressman Rousselot on page 375 as to the effect H. R. 8024 would 
have on the location of existing financial institutions. 
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Answer 

Mr. Lilley has made the appropriate changes in his testimony. These 
changes have been forwarded to the Subcommittee as part of the re- 
vised hearings transcript. 

Question #7 : 

Please supply a copy of the preliminary report referred to on page 402 
summarizing neighborhood preservation commitments of the first 40 
cities complying with Title I requirements. 


Answer 


I have enclosed a copy of the provisional report on the Community 
Development Block Grant Program as you requested. However, I wish 
to point out that the information shown in this report is based 
primarily on data from 25 cities, not, 40 as I indicated in my 
original testimony. (See Exhibit B.)¥ Retaned ‘9 Ssubcommillee Mles 


Question #8 


Your comments on the unrestricted use of the FIA tax credit incentive 
referred to on page 426 will be helpful to our current review of tax 
alternatives as a part of the FINE Study. 


Answer 


While I understand that there has been concern expressed about the 
possibility that the tax credit would encourage investment in 

luxury housing, I am inclined to Oppose such restrictions because they 
could pose severe administrative problems and thereby detract from 

the overall effectiveness of the tax credit. 


Question #9 


Does DHUD have adequate resources to comply with the requirement of 
Section 304 to collate statistical summaries for transmittal to the 
respective banking committees? 


Answer 


The requirements of Sec. 304 provide that every financial institution, 
which makes federally related mortgage loans, prepare reports on 
every residential and commercial real estate loan made during the 
fiscal year. An estimated 32,000 institutions including 14,000 
commercial banks, 12,700 credit unions, 5,200 savings and loans and 
500 mutual savings banks would be involved. The data are to be 
reported for each Standard Metropolitan Statistical Area (SMSA) by 
census tract, which currently are estimated to number 35,000 by 
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each depository institution. In addition, institutions outside 
SMSA's are required to repart by county. This process entails the 
design of standardized source daca input documents which would be 
sent, complete with instructions to each of the 32,000 institutions. 
Of course, HUD would have to police all of these institutions to see 
that they were all accounted for and that their input was compatible 
with the substantial volume of computer programming required. 


A substantial administrative and clerical staff with professional: 
guidance would be required merely to capture and prepare the informa- 
tion for processing. A considerable workload would be imposed on the 
ADP Systems Development staff to do the system work and programming. 
Finally, a permanent staff would have to be made responsible for 
managing the system when it became fully operational. As a project 

on so vast a scale has never been assigned here before, it is impos- 
sible to project the resources in both personnel and funds which would 
be required. 


According to estimates developed from The Residential Finance Survey 
of 1971, by the Census Bureau, about 2 million residential mortgage 
loans and half a million commerciai mortgage loans are made ina 
typical year, in addition to 400 to 500 thousand home improvement. 
loans. It is quite obvious that HUD does not possess the resources 

to undertake a program of this magnitude without a very substantial 
redirection of its resources or a significant increase in staffing and 
funding. : 


The requirements of Sec. 304 also call for a reporting of ail savings 
accounts held by these same institutions at the end of the fis~al 
year. For savings ana loans alone, an estimate was made several years 
ago that 20 percent of all U.S. households had savings accounts in 
these institutions. Current estimates are that this proportion may 
now be doubled which indicates a range of 14 to 28 million accounts. 
Estimates for the other financial institutions with savings accounts 
range from 10 to 50 percent of all households. The savings account 
information also to be collected by Census Tract, would be an addi- 
tional workload with problems similar to those discussed for the loan 
system. - 


Question #10 


Secretary Hills in a recent statement to the Senate Banking Committee 
referred ‘to an additional study being conducted for DHUD assessing 
the impact of FIA '75 on housing. Please advise as to status of 
latest study, furnishing a copy when available. 


Answer 


Professor Patric Hendershott of Purdue University contracted with 
HUD to prepare an analysis of the impact of the Financial Insti- 
tutions Act of 1975. The final report has heen received by HUD and 
a copy has been enclosed for the Subcommittee's information. 

(See Exhibit C.) 
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Question #11 


What specific steps are being considered to insure coordination of 
DHUD abandoned property disposal efforts with local community neigh- 
borhood preservation plans? 


Answer 


First, it should be noted that properties owned by, or in *he posses- 
sion of, HUD are not abandoned in the sense of being forsaken by all. 
Although properties which are security for HUD insured mortgages may 
have been abandoned by the former mortgagors or purchasers, it is 
HUD's policy to place all properties once acquired under a contract 
Area Manager for the necessary and appropriate care and management 

in connection with HUD's ownership. 


Outstanding instructions to HUD Area and Insuring Offices require 
those offices whose inventories display certain characteristics, i.e. 
large volume, increasing acquisitions or total inventory, or increasing 
costs, to develop and implement a Planned Program Approach (PPA) for 
the disposition of acquired properties. Essentially, the PPA is a 
formal wri>:+n plan, submitted to the Regional Offices for review 
and approval, detailing the selection of appropriate disposition 
techniques in delineated areas. An integral part of the development 
of the PPA includes appropriate coordination with, and consideration 
of, plans and programs of local communities in which HUD-owned prop- 
erties are located. This is especially true where HUD properties 
are concentrated in such a manner as to contribute significantly to 
the success or failure of these programs. 


HUD's Regional Real Property Officers, under the direction of the 
Assistant Regional Administrators for Housing Management, are charged 
with the responsibility for ongoing monitoring of Area/Insuring 
Office Property Disposition activities. This includes monitoring of 
appropriate development and implementation of the Planned Program 
Approach with proper coordination with local communities. 


Question #12 


A copy of Census Director Barabba's letter of July 31 is enclosed. 
DHUD suggestions for the 1980 decennial program wiil be appreciated. 
The subcommittee also will appreciate DHUD proposed amendments to 

4. R. 8024 in its present form with particular attention to Section 
304 which secs Forth = significant continuing role for DHUD. The 
possibility of tyin,y the information developed to the Title I 
Community Development Grant Application process as a means of insuring 
exchange of financial institution data with local planning officials 
should be discussed. 
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Answer 


The program for the 1980 Residential Finance Survey, as well as 

the rest of the 1980 Census of Population and Housing, is currestly 
under review by the Federal Advisory Council (FAC) for the 198° 
Census. The FAC is an interagency group in which this Department 

is represented. Since. the FAC has not yet completed its considera- 
tions of options for the ‘.980 Census, it would be premature for this 
Department to state any particular preferences until all alternatives 
have been weighed by the FAC. 


With respect to the community development grant application process, 
HUD has been and will continue to work closely with the Bureau of 
the Census in order to secure the types of information it needs. 

The Office of Community Planning and Development expects to make 
specific recommendations concerning the 1980 decennial program, but 
feels that it would be inappropriate to do so at this time. 


Question #13 


Please furnish a detailed breakdown of Urban Reinvestnent Task Force 
efforts to date and plans for the future. A listing of cities assist- 
dd, projects initiated and completed, Federal funds expended, state 
and local expenditures and private investment should be included. 


Answer 


I have enclosed a copy of the first quarterly report on the activities 
of the Urban Reinvestment Task Force which outlines the progress and 
activity of the group to date. (See Exhibit D.) In addition, the 
first annual report of the Task Force, which will go into more detail 
than the quarterly report, is due within a month and I will forward 

a copy of it to the Subcommittee as soon as it becomes available. 


Question #14 & #15 


A copy of Federal National Mortgage Association Board Chairman and 
President Oakley Hunter's statement before the Subcommittee on 
Manpower and Housing of the House Government Operations Committee is 
enclosed for your review and comment where appropriate in view of the 
relationship to FNMA of FHA. 


Your attention is specifically directed to Mr. Hunter's recommenda- 
tions beginning on page 31. Since they appear to be quite similar 

to a number of reconmendations made by the House Government Opera- 

tions Committee in Report 92-1152, adopted unanimously on June 20, 

1972, a brief summary cf DHUD efforts during the intervening three 

years and projected plans is required. 
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I have attached a copy of a memorandum which details our progress in 
this area over the past few years. (See Exhibit E.) 


FNMA Recommendations 


(1) It may be well for mortgage lenders to examine and re-evaluate 
their practices in the origination and underwriting of government- 
backed single family mortgages. At the same time, it might seem 
appropriate for FHA and VA to re-evaluate present guidelines in 
dealing with the appraisal of property in order that some system of 
quality control for appraisals can be effectively instituted and 
maintained. Also, a similar re-evaluation of guidelines used in 
underwriting the borrowers' credit should be undertaken in recognition 
that inadequate underwriting only serves to increase defaults and 
foreclosures. 


(2) One of the strongest recommendations that I can make is that the 
Congress, through the House and Senate Housing Subcommittees, move 
quickly to a discussion and a decision on the future role of the FHA. 


(3) I believe consideration should be given to the adoption of a 
uniform method of foreclosing delinquent federally related mortgage 
loans, especially where the property is vacant, which would be 
applicable to all the States. Variations in foreclosure laws have 
been the subject of considerable discussion for some time. For 
example, a committee of the National Conference of Commissioners 

of Uniform State Laws is now in the process of drafting a Uniform 
Land Transactions Act, one part of which would deal with foreclosures 
of liens on real property. 


(4) In cases involving the foreclosure of VA guaranteed mertgages, 
the mortgagee can assign its interest in the mortgaged property 
immediately after the foreclosure sale and the confirmation thereof. 
The VA assumes custody of the property immediately whether or not 

the property is occupied. The FHA might consider adopting this VA 
method of custody and interest in the foreclosed property. In the 
alternative, the FHA might consider accepting the foreclosed property 
occupied after the redemption period has expired. 


(5) Voluntary conveyances in lieu of foreclosure seldom take place. 
When they do, the likelihood of vacant properties and vandalism is 
greatly reduced. Accordingly, another proposal that might be ex- 
plored is trying to encourage the prompt voluntary conveyance of 
property that will otherwise be foreclosed by giving the mortgagor a 
small cash settlement which in fact would be far less costly than 
the cost of foreclosure. 


(6) Finally, severai States might be encouraged to shorten the 
redemption period after foreclosure. Such a statutory change could 
result in fewer vacant and vandalized units. 
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HUD Responses 


(1) Evaluation of the guidelines dealing with the appraisal of 
property is an ongoing function at HUD. We have instituted a number 
of changes in our regulations over the past few years which deal 
directly with the subject of property appraisals. And, when we deem 
it appropriate to issue additional guidelines in order to further 
strengthen our standards we will do so without fail. 


(2) We agree with Mr. Hunter's statement that a decision on the 
future role of FHA is essential. We also agree on the importance of 
administration of the programs in an efficient and businesslike basis. 


(3) We agree that there should be a uniform method of foreclosing 
delinquent federally related mortgage loans. To this end, the Depart- 
ment has, for the past several years, supported enactment of a 
uniform federal foreclosure Act, which would accomplish the end 
referred to by Mr. Hunter. 


(4) FHA often accepts title to properties while the former owners 
continue to occupy them. Our basic requirement is that title he 
conveyed with the property vacant and free of personal property, but 
HUD Area and Insuring Office Directors do have the authority to waive 
that requirement. It is normally waived in situations in which there 
is a probability that the property will be resold to the former 
owners or when it appears that the property will remain in our inven- 
tory for an extended period and it would be to our advantage to have 
the property occupied to prevent vandalism. Generally speaking, 
though, we are not organized to manage occupied properties or to 
evict parties. Our prime consideration is the resale of the property, 


and the resale process is only delayed if it is necessary for us to 
handle the eviction. : 


(5) While it is true that voluntary conveyances in lieu of foreclosure 
are relatively rare, it is not, however, necessarily true that the 
likelihood of vacant properties and vandaiism is greatly reduced. 

In individual cases, properties which are conveyed by deed in lieu 

of foreclosure generally remain vacant for shorter periods, and re- 
pair costs are correspondingly less. It is not yet established, 
however, that the acceptance of deeds in lieu of foreclosure does not 
actually increase the number of vacant properties (even though they 
are vacant for shorter periods). We are in the process of review- 
ing our policy with respect to this question and, as a part of that 
review, are making an in-depth study of the incidence of property 
acquisitions and the extent of repair and resale costs in areas where 
deeds have been accepted freely as compared with other areas in 

which they have been accepted only reluctantiy. If this study con- 
firms that our overall losses can, indeed, be reduced by a more 
liberal policy in this area, we will certainly adopt such a policy. 
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(6) HUD would also welcome a reduction in the length of the redemp- 
tion period in certain states. 


Question #16 


Ycur response to Mr. Farrer's statement on page 262 to the effect 
that realtors have not been given the opportunity to work with DHUD 
prior to foreclosure will be appreciated. It is recognized that a 
full response to question number 15 will point up the impracticality 
and in certain high crime areas the impossibility of conferring 
prior to foreclosure, particularly in the many instances where 
abandonment occurs without notice. 


Answer 


Mr. Farrer's statement is, at least in part, misdirected. HUD does 
not foreclose, and it exercises only slight control over the 
mortgagee's actions in foreclosing. On the average, though, 
mortgagees do wait until five payments are due but unpaid before 
starting foreclosure. Where foreclosure is instituted more quickly, 
it is most often because the properties have been abandoned and there 
is little prospect that anyone's intervention could prevent the fore- 
closure. HUD recognizes the value of selling the property as a 
means of preventing foreclosure, whether the purchase is financed 
with a new mortgage or through assumptioa of the existing mortgage. 
In this respect, we have recently encouraged all of our Area and 
Insuring Office Directors to develop programs to bring distressed 
mortgagors and potential purchasers together. The details of these 
programs, of course, vary according to local conditions. A copy of 
the directive announcing this program is attached. (See Exhibit F.) 
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Responses to Questions Directed 


to 
Mr. Semer 


Question #2a 


Please expand on your reference to "lowering of underwriting stand- 
ards" appearing on page 2. : 
(a) With the demise of FHA, who sets underwriting standards today? 


Answer 


In terms of who sets the underwriting standards today, it is 
principally the same group which has always set them, namely, the 
mortgagees originating for their own portfolio. Traditionally it 
has been this group of mortgagees which has set the highest under- 
writing standards since they would be the ones who would suffer the 
loss should the loan go into default. Even though the FHA share of 
the market has diminished of late, this is no reason to suspect 
that underwriting standards will be affected adversely. 


Question #5 


How would you categorize counseling efforts to date? Job security 
seoms more crucial than mere counseling, absent a form of a housing 
‘allowance. Have we unrealistically attempted to qualify individuals 
as home purchasers without a reasonable prospect of sustained income 
in support of home purchasing? 


Answer 


Counseling to date has primarily been provided through voluntary 
efforts of certified counseling agencies. Pre-occupancy and post- 
occupancy counseling is available and may include a screening of 
prospective applicants to identify those who would most likely be- 
come responsible homeowners. Some of these certified agencies also 
provide default and delinquency counseling. 


Counseling, however, is not to be considered a substitute for income 
or job security. Applicants are screened on the basis of income 
eligibility. As legislation was passed extending opportunities for 
home ownership to low and moderate income families, the need for 
counseling became even more apparent. And, counseling was made a 
mandatory requirement for those families with a poor credit history 
under Section 237 of the Housing and Urban Development Act of 1968. 
Even with job security however, some families may still require 
assistance in proper money management, housing selection, purchase 
procedures as well as property care and maintenance. 
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Question #6 


In response to your comments on page 7, were either the legislative 
or appropriations committees furnished budget estimates as to 
appropriation requirements for "the Special Risk Insurance Fund"? 


Answer 


A request for an appropriation to cover losses was included in the 

FY 1973 Congressional Budget. An appropriation was again requested 
for this purpose through a proposed FY 1974 supplemental included 

in the FY 1975 Budget. In addition, the Congressional Budget reflects 
the realized and anticipated losses of the Special Risk Fund. 


Question #8 


Do you agree with FNMA President Hunter's recent statement to the 
effect that "continuation of an active and viable unsubsidized FHA 
mortgage insurance program is in the best interest, not only of the 
housing industry, but more importantly, of our home buyers"? 


Answer 


The future role of FHA is a subject which is currently under study 

at the Department. Until this study has been completed and we have 
had an opportunity to weigh its conclusions, it would be inappropriate 
for me to comment on Mr. Hunter's statement. ; 


Question #9 


If so, how do we insure mortgage flow to central cities and who 
assumes the risk so that such instruments can move freely in the 
secondary market? 


Answer 

If the objective is to assure mortgage flows to central cities where 
the private market feels the risk is too great, then subsidization 

in some form may be needed or FHA must charge premiums adequate to 
cover the risk. 

Question #10 

Has the question oi tax incentives for central city financial institu- 
tions investors been considered either directly or as part of a 
Federal re-insurance program? 


Answer 


To the best of my knowledge, the question of tax incentives for 
central city investment by financial institutions has not been the 
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subject of a specific study conducted by HUD. However, HUD has con~ 
ducted studies on property taxes and urban blight, the effects of 
real estate property tax incentive programs upon property rehabilita- 
tion and new construction, the impact and effects of Section 167 (k) 
on the rehabilitation of multifamily property, and tax considerations 
in multi-family housing, all of which deal either directly or in- 
directly with inner city investment. 


Question #11 


From your review of DHUD testimony and that of the Mayors, do you 
believe the housing neighborhood planning component of present 
Title I, Community Development, to be adequate to insure priority 
allocation of limited funds to the needs of declining or deteriorat- 
ing neighborhoods? 


Answer = 
I believe the housing neighborhood plan component of present Title 

I Communit Development Block Grant (CDBG) requirements will insure 
priority allocations of limited funds to the needs of declining 

or deteriorating neighborhoods. Our CDBG application gives maximum 
feasible attention to activities which will benefit low and moderate 
income families or aid in the prevention and elimination of slums 

and blight. As you can see by the attached Provisional Report prepared 
by our Office of Evaluation, the overwhelming proportion of the funds 
are going for such purposes. (See Exhibit B.) 


Question #12 


From your own experience, isn't the present procedure analogous to 
“he annual workable program recertification process under previous 
uousing acts? 


Answer 


I cannot agree that the present procedure is analogou: to the Annual 
Workable Program recertification process. The Workable Program was 
a document that had no specific statutory relationship to the 
delivery of housing resources. Under the HCD Act of 1974 we are 
required to compare our allocations, our advertising for proposals 
and our approvals of proposals with the community housing assistance 
plans on file with HUD. I believe the housing assistance plan re~ 
quirements of the new Act will have a significant influence on our 
housing delivery system. There was no such relationship in the past. 


Question #13 


Are we likely to see similar abuses as in rehabilitation and Title 
I FHA home improvement loan programs extensively investigated by 
GAO? 
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Answer 


I assume your yuestion "on similar abuses" is referring to the infor- 
mation requested under H. R. 8024. If you are referring to rehabili- 
tation loans and grants under CDBG, we have no evidence which would 
lead us to believe that serious abuses will naturally occur. 


Question #14 


To what extent does a lack of realistic building codes, particularly 
for existing housing and minir-m code enforcement efforts inhibit 
a significant revitalization c_ central city neighborhoods? 


Answer 


The overwhelming majority of the communities participating in the 
block grant program as entitlement communities have building and 
housing codes and have code enforcement efforts underway. It is 
not at all certain that significant revitalization of the central 
city neighborhood is being inhibited by a lack of effort in the 
area of code adeption and code enforcement by communities partici- 
pating in our program, 


Question #18 


Does the panel believe that consideration should be given to re- 
stricting tax-exempt financing by State housing finance agencies to 
specified areas as a means of inducing capital flow? 


Answer 


I do not believe that such restrictions would induce capital flow. 
In fact, I believe that such restrictions could exacerbate the 
problems confronting some state housing agencies and would conflict 
with Federal secondary market support of the housing finance system. 


The problems besetting state housing finance agencies vary widely 

from state to state. Therefore, it seems likely that the state 

fiscal unit rather than Federal government would be the appropriate 
unit to deal with specific financing problems. This contention is 
Supported by a recent study by the Advisory Commission on Intergovern- 
ment Relations which recommended that the Federal role in financing 
problems of state and local government units be limited solely to 
improving bankrupcy laws. 


Moreover, Federal support for the secondary market has been predicated, 
to a large extent, on ensvting that capital will flow from areas 

with excess supply to az 5 with excess demand. Placing restrictions 
on the areas to which capital could flow is in direct conflict with 
Federal secondary market programs such as FNMA. 
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Question #19 


Profiting by the lessons of the 1968 Act, how can we end the process 
known as "FHAing" a neighborhood. Are we reaching for a mix of FHA 
commitments and conventional commitments in a given neighborhood? 
If sc. wouldn't such a quota system raise serious legal problems? 


Answer 


The process which you term "FHAing a neighborhood" is currently 
being studied as a part of the Department's evaluation of the FHA 
programs. While no decision has yet been reached as to how to avoid 
this type of situation, one possible avenue which does appear to hold 
out hope is tightening of underwriting standards, something which I 
might add we have been attempting to do all along. The Department 
has not engaged in an effort to establish a quota system as some may 
have suggested. 


Question #22 


Do you have suggestions concerning a revision of our present housing 
policy of 2.2 million starts per year in light of current experience? 
Should not a similar goal be established for rehabilitation units? 


Answer 


Revised estimates of the nation's housing construction requirements 

in the next three to five years have been prepared at the request of 
the Senate Committee on Banking, Currency and Housing. I have enclosed 
a copy of a report, "Estima’ed United States Housing Needs to 1980" 
which contains our estimates. (See Exhibit G.) 


It is not possible to set a production schedule, or "goal", for re- 
habilitation of housing units, because, first, there is no common 
agreement on the meaning of "rehabilitation" except within the 
operation of certain Federal programs. The mass of housing inventory 
upgrading which occurs is not immediately def_ned in each case as 
"rehabilitation", but rather may be termed "repairs", "alterations", 
"modernizing", "remodeling", "meeting local codes", and the like. 
Since these terms vary widely, have different local usage, and often 
refer to betterment of units already adequate according to minimum 
housing standards, it is not possible to define "rehabilitations 
begun" in the way a "housing start" is defined. As a result, there 
are no data on total housing units rehabilitated each year, and it 
would be very costly and extremely difficult to collect such data. 
Therefore, at the present time, it would appear to be extremely diffi- 
cult to measure progress toward such a goal even if cne were set. 


Exi3/74 


THE SECRETARY OF HOUSING ANO URBAN DEVELOPMENT 
WASHINGTON, 0. C.. 20410 


May 22, 1975 


Honorable William Proxmire 

Chairman 

. Committee on Banking, Housing 
and Urban Affairs 

United States Senate 

_ Washington, D. C. 20510 


Dear Mr. Chairman: 


This is in response to your letter of April 21, 1975 
inviting this Department to comment upon S. 1281 ana upon 
the broader policy question of how to better preserve 
neighborhoods by ensuring moxtgage credit availability. 


The Department of Housing and Urban Development shares 
the Committee's concern for maximizing utilization of the ~ 
nation's existing housing stock. Pursuit of this objective 
requires that the Executive Branch and the Congress seek to 
Gevelop techniques for preventing, limiting and reversing 
decline in older urban neighborhoods where a substantial | 
portion of our existing housing stock is located. sg 


Several approaches have been developed which, we believe, 
hold great promise for assisting in efforts to stabilize or 
turn around older or declining neighborhoods where there still 
exists the potential for profitable long-term investment. The 
community development gra‘it provisions of the Housing and Com-— 
munity Development Act of 1974 provide communities with Federal 
assistance that can be used in support of preservation efforts 
free of most of the constraints, delays and red tape that 
characterized earlier programs. Given this assistance, local 
governments should be able to respond readily and before prob- 
lems become too acute. Further, the legislation couples con-— 
munity development assistance with local housing assistance 
Plans that require local governments to focus upon their housing 
needs and the relationship becween community development and 
housing. This should give local governments an incentive to 
become involved in neighborhood investment programs and afford 
local officials, citizen groups, and local financial institu-— 
tions an opportunity to consider together the need for joint 
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action to develop such programs. Although it is too early to 
assess the full significance of these provisions, a preliminary 
review of the initial grant applications received from local 
governments shows that preservation efforts are receiving a 
high priority. ‘x 


The Urban Reinvestment Task Force which was formed in 
April 1974 as a joint undertaking of HUD and the Federal Home 
Loan Bank Board also supports stabilization efforts. The Task 
Force is involved with two separate efforts -- the establish- 
ment of Neighborhood Housing Service ("NHS") organizations and 
Neighborhood Preservation Projects ("NPP"). : 


The NHS program is modeled on a private effort begun in 
Pittsburgh in 1968, which has successfully brought private 
capital into what was considered a declining area. The pro- 
gxam in each community is run by an organization whose board 
of directors includes community residents and representatives 
of local financial institutions. Key features of the program 
are a code compliance program and a high risk revolving loan 
fund. A» vroperty owners, lenders, and local governments. 
become more willing to commit resources to preserving the area, 
the need for the fund is lessened. 


Neighborhood Preservation Projects differ from the NHS 
program in that they need not follow a particular model. 
Rather, they are locally designed and may employ preservation 
initiatives different from the NHS pattern. NHS programs are 
now under way in eleven cities and are currently being organized 
in seventeen others. The Task Force is in the process of 
negotiating contracts with the first five NPP cities and has 
been involved in a number of other activities including program 
development and support, dissemination of information, and 
research monitoring and «valuation. 


Mention should alsc be made of the section 8 leased housing 
program which permits extensive use of the existing housing 
stock and constitutes a useful tool in preservation efforts. 
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Finally, the Department is supplementing its other Programs with 
a research effort designed to collect and disseminate informa- 
tion on existing preservation programs and techniques as well as 
to develop a clearer understanding of the dynamics of neighbor- 
hood change. For example, beginning in 1974, locally initiated 
neighborhood preservation efforts were. indentified and evaluated 
in a Catalog of Neighborhood Preservation Techniques. This 
Catalog, currently being given national circulation, will provide 
local government officials and other interested parties with 
information on activities which other communities have found usefu 
in preserving urban neighborhoods. 


The problem of neighborhood decline is fraught with com- 
plexities that, despite years of study and inquiry, are not 
well understood. For example, although it is commonly recognized 
that lack of availability of mortgage credit is frequently asso- 
ciated with physical, economic and social decline in a particular 
neighborhood, it has been exceedingly difficult to establish the 
cause and eftect relationships between the two. Availability of 
mortgage credit is but one element in a neighborhood preservation | 
strategy. While an important element, its significance in iso- 
lation should not be overemphasized. 


S. 1281 is disclosure legislation, requiring a depository 
institution to make public information on, inter alia the amount 
and location of its mortgage lending activity. Under the bail, 
local officials and neighborhood residents would have more 
complete information to use in guiding their relationships with 


these financial institutions. For example, individual depositors 


woulc have more complete information on a bank's lending practices 
to take into account, if they chose, in making savings decisions. 


We have several specific reservations with S. 1281 as 
currently drafted. 


First, the bill's statement of findings and purposes is 
written solely in terms of a failure of depository institu- 
tions to meet an obligation to provide financing in neighbor- 
hoods from which they receive deposits. We think that such a 
statement is too narrow in that it does not recognize that 
information on geographical investment patterns inay be useful 


in understanding urban problems and identifying neighborhood 
trends, as well as in helping communities to design and eval- 
uate remedial programs, whether or not particular lenders are 
shown to have been acting in a discriminatory manner in their 
investment decisions. - - 


Moreover, the assumption that lenders have lending obli- 
gations that vary in a specific manner according to their 
pattern of deposits seems to us questionable. All lenders 
. should be expected to play a constructive role in their com- 
munities, and they should not arbitrarily deny mortgage credit 
within any particular neighborhoods. At the same time, lending 
institutions have fiduciary obligations towe. ’s their depositors 
requiring that they exercise prudence and sound judgment in 
their investments. wienders cannct, consistent with this obli- 
gation, ignore locational factors affecting long-term values 
and loan security solely because of the amount or number of 
deposits received from a given neighborhood. Further, should 
any specific relationship be expected or required between 
deposits and investments, the probable effect would be to atford 
a relative advantage to those institutions which make ine least 
effort to provide savings and other financial services convenient. 
to depositors in older, declining neighborhoods and io dis- 
courage location in such neighborhoods. 


Second, we question the bill's requirement that lending 
institutions provide information as to the source and amount 
of deposits. As suggested above, we do not believe that the 
collection of this information would be very helpful in iden- 
tifying lender obligations or performance. Moreover, it does 
not seem to us that this information is required by the stated 
objective of the bill. Your letter describes the bill's pur- 
pose as “using disclosure to promote more informed consumer 
judgment and informed compe’ ition as the means of discouraging 
redlining." Both of these , :rposes are served by disclosure 
of the amount and location of an institution's mortgage lending 
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activities. Information regarding the number of depositors 
within a particular neighborhood and the amount of their 
holdings does not materially assist a consumer in choosing 
where to keep his savings nor does’ it contribute ta informed 
competition. Nor is the information of use to local govern- .- 
ment if it approaches the problem of urban decline as a chal- 
lenge to the community generally. But the requirement does 
impose a significant additional burden upon depository insti- 
tutions. . 


Also, we do not believe that the distinction between 
institutions inside and outside standard metropolitan 
"Statistical areas is a useful one. We would recommend that 
loans covering properties in the same area be uniformly 
reported regardless of the location of! the particular lending 
institution or its branches. : 


Finally, the bill would require that lending and deposit 
information for an institution's entire area of service be 
maintained in each office. We think it May De more appropriate 
if individual offices were required to maintain only information 
as to their own service area, with overall information maintained 
in the central office. This would appear to meet the bill's 
basic information objective while reducing the potential burdens 
of the disclosure requirement. | - 


We are awire that the Committee has received additional 
comments and suggestions on the bill from the Department of the 
Treasury, the Pederal Home Loan Bank Board and other agencies 
having specific responsibilities relating to the institutions 
that would be affected, and we would hope that the Committee 
would carefully consider the views of those agencies. 


The Office of Management and Budget has advised that 
there is no objection to the presentation of this report from the 
Standpoint of the Administration's program. 


Sincerely, 


37 Reert PR. Eliott 
(?bCarla A. Hills 
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The Impact of the Financial Institutions Act of 1975 
Patric H. Hendershott 
Purdue University 

There are important differences between the allowable asset and liability 
structures of commercial banks and thrift institutions and in the manner 
in which these institutions are taxed, Thrifts (savings and loan associations 
and mutual savings banks) suffer restrictions affecting their choices of 
investments and the liabilities they can issue. This reduces their income. 
However, they have the advantage of a favorable method with wnich to compute 
additions to loan loss reserves that allows them to pay low effective tax 
‘rates, Both commercial banks and thrifts are subject to ceilings on the 
interest rates they can pay on liabilities, This hurts the smail depositor 
and, by limiting the flow of funds into the mortgage market during periods 
of rising interest rates, homebuyers and homebuilders.* 

The purpose of the Financial Institutions Act (FIA) of 1975 is to reduce 
these differences, improve consume~ services, and foster competition in the 
financial sector. Competition will be increased and inequities in the finan- 
cial world will be reduced by broadening the asset and liability powers of 
thrifts and withdrawing their relatively favorable tax treatment. These 


broadened powers and changes in tax treatment will increase the ability of 


savings and loans (SLAs) to adjust during pericds of disintermediation, 


aerate 


*The research underlying this paper was supported by the Department of 
Housing and Urban Development under contract HUD-1719-75. The assistance 
of James Winder and Rongéld Utt, Robert Buckley and John Tuccillo of HUD is 
gratefully acknowledged. 


lyor an excellent overview of the workings of the residential mortgage 
market, see Timothy Cook, "The Residential Mortgage Market in Recent Years," 
Federal Reserve Bank of Richmond, Economic Review, Sept.-Oct. 1974. 


thereby reducing instability in the mortyage market. The use of a mortgare 
interest tax credit (MITC) will also reduce instability in this market by 
encouraging institutions with more stable supplies of funds--life insurance 
companies and commercial banks--to increase their holdings. The combination 
of the MITC and the greater liability authority of thrifts should increase 
the flow of funds into housing; to the advantage of homebuyers. Finally, 
additional income will be earned by thrifts, allowing them to pay higher 
deposit rates to savers, 

The major provisions of the FIA are as follows!” 


1) On the liability side, thrifts will be allowed to issue noninterest 


paying demand deposits to all sectors, and both thrifts and commercial banks 


will have unlimited ability to issue negotiable orders of withdrawal (NOW 
accounts). Since the requirement of notice before withdrawal is usually 
waived and since negotiable orders function as checks, NOW accounts are 
very close to being interest bearing demand deposits. 

2) Most important of the new investment and lending powers is the ability 
of both SLAs and mutual sevings banks (MSBs) to invest up to ten percent of 

. 

assets in consumer credit loans and of SLAs to invest another ten percent 
in corporate cebt instruments (open market paper and bonds). MSBs already — 
have this power. Other provisions include the unlimited expansion of con- 
struction loans, the ability to invest up to three percent of assets in 
community welfare and development loans (and the transferability of unused 
amounts of permissible investments in these loans and in corporate debt to 

rhe FIA does allow for the ending of deposit rate ceilings, subject 
to a review by the President and Congress, five and a half years after the 


enactment of the law. History teaches us to be skeptical regardin; the 
removal of rate ceilings, so this provision is not analyzed here. 


the consumer credit category) and the investment of liquid assets in any 
accounts insured by the FDIC. 

3) The favorable manner in which additions to loan loss reserves are 
computed at thrifts will be eliminated, raising the effective tax rates paid 
by thrifts. Since this would result in a disincentive to invest in mortgages, 
a mortgage interest tax credit is proposed to encourage such investment. 
The MITC would increase as the percentage of financial assets invested in 
mortgages increases, 

The extent to which institutions will coretees it profitable to expand 
in these new assets and lizbilities is uncertain. And the actual expansion, 
rather than the power to do so, will determine the impact of the act on financial 
markets and housing outlays. Section 1 of this paper contains a discussion 
of the provisions of the FIA and their likely impact on the behavior of 
financial intermediaries. In Section II we discuss the properties and relative 
advantages of the financial model with which the impact on financiel markets 
of changed intermediary behavior will be analyzed, The expected impact of 


the act is deduced via various simulation experiments in Section III. A 


summary and an appendix on the analysis of the mortgage interest tax credit 


complete the paper. 
I. Provisions of the FIA and the 
Response of Financial: Intermediaries 
The provisions of the FIA are discussed in four parts: the mortgage 
interest tax credit, broadened investment powers, extended liability authority, 


and potential deposit rate changes, 


A. The Mortyage Interest Tax Credit 

Two purposes of the FIA are to assure a steady inflow of funds into 
housing and to achieve tax neutrality by taxing similar institutions in the 
same manner. The MITC is directed to these goals. 

Under current law thrifts are allowed to deduct a larger “addition to 
a reserve for losses on loans" from income before paying taxes than are 
commercial banks. Prior to the "Tax Reform Act of 1969," thrift institutions 
were allowed two "extraordinary" alternative methods of calculating additions 
to reserves for loan losses on qualifying real property loans. They could deduct: 
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a) 60% of taxable income less a normal addition to reserves for losses 
on nonqualifying loans, or 


b) an amount necessary to increase the balance of the reserve for losses 
on qualifying real property loans to 3%, of such loans outstanding 
at the close of the year. 
SLAs were permitted the use of either of these methods only if they met an 
investment standard which required the investment of a substantial proportion 
of assets (generally 82 percent) in residential real estate, and liquid 


reserves, MSBs had no investment stanoard, 


These methods for computing .oan loss reserves permitted thrifts to pay 


low effective tax rates,> Congress deemed the rates too low and in the "Tax 


Reform Act of 1969" substantially altered the methods for calculating additions 
to reserves for loan losses, The 3% method was eliminated, and the 60% of 
income method is being redured, over a ten year period, to hog, ul income, 
In 1975 it is already down to 454%, Moreover, MSBs are now subject to an 
investment standard. 

33n 1966 about 90 percent of SLAs used the "60%. of income" method, while 
most MSBs used the “39, of loans" methods In spite of a leyal tax rate of 


48%, the effective tax rate in 1969 was 16.9% for SLAs and 6.1%, for MSRs. 
(A GO% income exemption would reduce the effective tax rate to 19.0% = (1-.6)4e9%).. 
272 


In order to achieve the full 40 percent of income deduction in 1979, 
which would reduce their effective tax rate from i& to 29 percent (.6 times 
-48), SLAs must have So percent of their assets in residential. mortgages, 
“public” commercial mortgeges, loans on property in an urban renewal area 
and certain liquid assets, For each percentage point below 82 percent, the 
4oO percent of income addition is reduced by 3/4 of a percentage point until 
the percentage of assets in qualifying investments falls below 60 percent, 
at which point the extraordinary provision for reserves can no longer be 
employed. MSBs can obtain the full benefit by investing only 72 percent 
in qualifying assets, but the 40 percent of income addition is reduced by 

4 percentage points for each percentage point qualifying assets fall below 


we - 4 
percent and MSBs are also subject to the 60 percent minimum investment. 


1. The Direct Impact of the MITC on Mortgage Demands 
It is proposed in the FIA that thrift institutions no longer be 
allowed this addition to reserves, Since the present treatment of thrifts 
is designed to encourage their investing in mortgages, removal of this deduction 
would reduce thrifts' incentive to invest in mortgages by reducing the profit- 
ability of these assets. The MITC is proposed to offset this effect. Thrifts 
would be encouraged to continue their substantial investment in residential 
* 


mortgages, and other lenders would be provided an incentive to increase their 


investment. Morcover, it would eliminate an incentive for thrifts to add 


tohe effect of this is make the deduction when qualifying loans ere 
60%, of total assets, approximately the same for SLAs and MSBs. For SLAs 
the deduction is 2£.54% and for MSBs the deduction is 27.07. The deductions 
help reduce the effective tax rate paid by each. For MSBs the reduction 
is to 35% and for SLAs it is to 344%, 


to loan loss reserves instead of paying hiyher deposit rates.” 

Institutions that have invested at least 70%, of their assets in residential 
Inort ages would receive a tax credit of 3.5%, of their residential mortage 
interest incore, If residential mortyage holdings are less than 707, of assets, 
the credit is reduced one-thirtieth of a percent for each percentage point 
below 70. Should holdings be less than 10 percent, no credit would be received, 
For example, a 55% institution would receive a 3.0% tax credit, a 25%, insti- 


tution would receive 2 2.0% credit, and institutions with 10% of their assets 


in residentiel mortgages would receive a 1.5% tax credit, Individuals would 


receive a tax credit of 1.5%. 

As the nortgage portfolio of an institution increases, two benefits 
are derived. First, the institution qualifies for a larger credit, and second, 
the credit applies to an increasing percentage of financial assets. Insti- 
tutions below the 10%, level would have a great inducement to increase their 
mortgage portfolio to at least 10%. Also, institutions would not want this 
percentage to fall below 10%. 

The impact on discretionary investors--MSBs and life insurance companies 
(LICs)--and on cormercial banks (CBs) should be significant, while there should 
be a minimal effect on SLAs, At a mortgage rate of 92 percent and a bond 
rate of 9 percent, MSBs would, ceteris paribus, put an additional seven 
percent of assets in home mortgage and LICs would put in an additional five 
percent, Numerous commercial banks have slightly below cen percent of their 


essets in residential mortgages and would have a tremendcus incentive to 


rt is noteworthy that the ratio of total financial assets to net worth 
of SLAs rose by only 10 percent during the 1959-1973 pericd, while the same 
ratio for CBs rose by 37 percent. 


reach the ten percent level. Banks that already have eight percent of their 
assets in mortgages should raise their investment to ten percent even if 
alternative assets yield a full percentage point more than mortgages, and 
banks with nine percent in mortgages should move to the ten percent level 


as long as other assets do not yield more than two percentage points more 


than mortgages (see the appendix). The percentage of bank time deposits 


invested in home mortgages is assumed to rise by one to two percentage points. 


2. The Impact of the MITC on 
Thrift Holdings of Tax-Exempts 


The elimination of the extraordinary loan loss provisions will raise 
the effective marginal tax rate on thrifts from 29 percent (for thrifts 
taking full advantage of the provisions in 1979) to 48 percent. This should 
induce substantial (up to 10 percent) investment in tax-exempt securities. 
The incentive for thrifts to invest in tax-exempts can be illustrated with 
an example. For simplicity, assume that SLAs earn 7 percent on their mortgage 
and nonmortgage portfolios, pay 5.9 percent on all funds, and have noninterest 
expenses equal to 1} percent of assets, Their annual income per thousand 
dollars of funds is thus $10." Their effective tex rate in 1979, with an 
allowance for loan loss reserves of 40 percent of taxable income, will be 
28.8 percent (.6 times 48 percent), so after-tax profits per thousand dollars 


6 


To put this assumption in perspective, in 1973 12 percent of total CB 
assets were at CBs having between TS and 10 percent of their portfolios in 

assets eligible for the MITC. If the 12 percent were distributed evenly 

among banks having wea to 10% in eligible assets and if all CBs with assets 
between 8 and 10 percent of assets in eligible securities moved to the 10 
percent level, the shift would be equal to 23 percent of time deposits (excluding 
large CDs) at these banks. 


Tr 0725 - (.050 + ,0125)]$2000 = $10. The 74, 5 and 1} percent figures 
:pproximate the observed data for the second half of 1973 (R. C. Pickering, 
“Association Earnings," FHLBB Journal, May 1975, p. 18). 
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of funds would be $7.12. Assuming that SLAs invest 75 percent of their 
assets in residential mortgage, substitution of the mortgage interest tax 
credit for the extraordinary allowance for "oan loss reserves will leave 
after-tax profit per thousand dollars of funds virtually unehanaet.” 

As an alternative investment strategy, assume that SLAs invested in 
mortgages only up to the point where all expenses were covered and then 
shifted to tax-exempts. That is, they invest so as not to incur any tax 
liability. Setting taxes equal tc zero, and using the same assumptions as 


above, mortgages arc calculated as being ninety percent of savings accounts.” 


Thus ten percent of funds are placed in tax-exempt securities. Given a 5 


Br 50(.0725 - ,0625) + .035(.0725)(.75)]$100) = $7.10. 


Snaves = .U8l.0725(MOR/TFA) - .0625] - .035(.0725)(MOR/TFA). Solving 
for MOR/TFA, we get 90 percent invested in mortgages. A more general estimate 
of the amount of assets that SLAs and MSBs would invest in tax-exempts in 
order to reduce their respective tax liabilities to zero is obtained from 
the following relation: 


Taxable income to be _ Reported income _ Before tax value of mortgaxye 
replaced by tax-exempt income before taxes interest tax credit, 


or in symbols: 


RX = INC - SROTRA : 
where X is the amount of funds to be placed in tax-exempts, a is the proportion 
of mortgage interest that can be credited against taxes, R is the rate of 
return on mortgage and nonmortgage taxable assets, is the proportion of 
assets invested in residential mortgages and & (= .48) is the tax rate. 

Solviag for X, 


_ INC _ apTFA 
eee ANS 


For SLAs in 1973, INC = 32.655 billion, R = .OT16, w = .035, p = «7 
(after adjusting for shifts into corporate bonds, etc.) and TFA = $254 billion. 
Solving, X% = $2.1 billion and X/TFA = 9.5 percent, 


For MSBs in 173, INC = $0.680 billion, R = .0708, a = .0317, p = <6, 
and TFA = $91 billion. Solving, X = $6.0 billion and X/TFA = “4.6 percent. 
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percent return on tax-exempts, after-tax income (taxes are zero) per $1000 


of funés is $7.75, 2° nearly 9 percent above that obtained by investing solely 
in taxable securities, 

The ten percent shift is a relatively high estimate because 1973 was a 
relatively profitable year (in the 1965-74 decade only 1972 was more pro- 
fitable). The shift would be on the order of about four percent in a relatively 
unprofitable year. Historically, MSBs have been less profitable than SLAs. 
Using 1973 data (see note 9) and assuming the MITC and no extraordinary loan 
loss reserve, a five percent shift into tax-exempts, raising the proportion to 
six percent, would reduce taxable income to zero. For the low profit scenario, 


we will assume a two percent shift. 


B. Expanded Investment Powers 

Expansions of the investment powers of thrifts under the FIA include 
the ability of SLAs and MSBs to invest up to ten percent. of assets in consumer 
erecit and SLAs to put another ten percent in high-grade corporate debt 
Thrifts seem unlikely to avail themselves to anywhere near the allowable ten 
percent investment in consumer credit. Analysis of the net return on consumer 
loans shows them to be less profitable than is generally thought, and the experi- 
ence of MSBs in states where they already heave the power to make consumer loans 
does not suggest substantial use of it. Only in one of ten states are consumer 
loans greater than 33 percent of assets and in most the percentage is in the 


1 to 2 percent range.!! The experience of state-chartered SLAs in Texas 


a at. 25) + .1(.05) - .0625]$1000 = $7.75. 


ia Anderson and Robert Elsenmenger, "Structural Reform for Thri Ct 


Institutions; ‘fhe Experience in the United States ond Canada," New knyland 
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is similar. These institutions have only 2 to 2} percent of their portfolios 


cag ce 5 
in consumer credit. Increased consumer credit purchases by both types of 


thrifts are expected to raise the proportion of assets in this category by 
two percent. 

SLAs should increase their holdings of corporate debt significantly. 
MSBs have held about 13 percent of thei: assets in corporate bonds in recent 
years. The mortgage interest tax credit should reduce this to about the ten 
percent level. Since SLAs tend to specialize more in home mortgages than 
MSBs and since they are expected to put a substantial portion of funds in 
tax-exempt securities, average SLA desired holdings of corporate debt would 
likely be less than ten percent. Moreover, individual institutions wishing 
to invest particularly heavily in corporates will be constrained by the ten 
percent maximum. We anticipate that SLAs will put six percent of their 
assets in corporate debt, one percent in commercial paper and five percent 
in bonds. 23 : 

Table 1 contains the distribution of asset holdings of SLAs and 
MSBs at the end of 1973 and an:estimate of the likely shifts in their 
portfolio proportions in response to the broadening of investment powers 
explicit in the FIA under the assumptions of high and low profits (the 
profitability assumption is crucial to the investment in tax-exempts). 


While the indicated shifts reflect the additional investment 


lexenneth Thygerson, "The Case for Savings and Loan Participation in the 
Consumer Credit Market," mimeo, August 1973, Dd. 23. 


13phis large shift assumes that state chartered SLAs will also be sllowed 
to invest in corporate debt. 


Table 1: Distribution of Asset Holdings of SLAs 
and MSBs, end 1973, and Likely Shifts 
Due to Legislation* (in percentage points) 


SLAs MSBs 
Shift 


High Low High Low 
Current Profits Profits Current Profits Profits 


Money and Saving Accts. 
US and Agency Debt 
Open Market Paper 
Consumer Credit 
Corporate Bonds 

State and Local Obli. 
Home Mortgages 

Other Mortgages 
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Total Financial Assets $261.0 


*Miscellaneous assets and equities ha’ > been excluded, 


in tax-exempts caused by the eliminatiu. of the 60% method of computing loan 
loss reserves, they do not take into account either the direct impact of the 
MITC or the impact of the new demand deposits the thrifts will attract (see 
the next subsection). For SLAs, we have increased the proportion of assets 
in consumer credit and corporate and state and local debt by 18 percent in 

a higher profit year and 12 percent in a low profit year. These increases 
must, of course, be offset by decreases elsewhere. Much of the increase in 
state and local debt and opcn market paper should come at the expense of U.S. 
and agency debt, although a limit to decreases in this debt obviously exists 
in order that SLA liquidity requirements are not violated. The remainder of 


these increases and the shifts into corporate bonds and consumer credit come 


at the expense of mortgages, with most of the impact falling on home mortgages. 


& 
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In the most unfavorable case for the mortgage and housing markets (high SLA 
profitability), the proportion of assets in home mortgages declines by eight 
percent; in the least favorable the decline is six percent," 

Due to the lower profitability of MSBs end the lack of current restrictions 
on investments in corporate debt, the portfolio shifts of MSBs are much smaller, 
As a result, the proportior of assets in home mortgages declines by only one 
to two percent, Since the MITC will tend to raise the mortgage portfolio by 
about seven percent at current interest rate spreads, MSB mortgege holdings 


should rise substantielly. 


C. NOW Accounts and Demand Deposits 
The legislation should induce a shift of demand deposits at commercial 


banks to NOW accounts at both commercial banks and thrifts and to regular 


demand deposits at thrifts. It is expected that the new deposits at thrifts 
would be subject to the same reserve seuulieeesnte as Similar eccounts at 
commercial banks. Since required reserves ci NOW accounts (time deposits) 
are lower than those on demand deposits, the result should be a decline in 


required reserves, an increase in security demand, and thus a net decrease 


in interest rates. However, it seems reasonable to assume that the Federal 
Reserv? would offset any impact of thiS nature. Moreover, while savings 

accounts at commercial benks are invested differently than demand deposits 
(e.g., 1/5 of the former are placed in home mortgages while virtually none 
of the latter are), NOW accounts at, commercial banks should be invested in 


a manner similar to the present disposition of Jemand deposits because their 


iT 

Lone shift should fall mere heavily on nonhome mortgages than home mortgayes, 
relative to the proportion of assets they constitute, because corporate bonds 
should substitute directly for commercial mortgaces. 


volatility should be similar. Thus, the growth of NOW accounts at commercial 


banks is not expected to have 4 significant impact on the financial markets 


or housing. 
The growth of NOW accounts and demand deposits at thrift institutions 
will have an impact, a’though possibly not as large as some might think, 
Given the expected volatility in these new accounts, thrifts might reasonably 
be expected to invest a much higher proportion of them in short-term assets, 
relative to longs and mortgages, than they invest more stable savings eccounts. 
That is, the thrifts will invest the funds in a manner more similar to commercial 
banks (70 percent in short-tcrm assets, 30 percent in longs and mortgages) 
than the normal investment pattern of thrifts (5 percent in shorts and 95 in 
longs and mortgages). We will assume that 10 to 30 percent of demand deposits 
and NOW accounts will be invested in short-term assets with the remainder 
distributed between longs and mortgages according to the existing historical 
pattern, The 10 percent assumption will be the most favorable to the home 
mortgage and housing markets, while the 30 percent assimaption will be the least.- 
We now turn to the likely magnitude of the growth in NOW accounts and 
demand deposits at thrifts. In August of 1973 Congress passed a law authorizing 
CBs, SLAs and MSBs in Massachusetts and New Hampshire to issue NOW accounts. 
(MSBs began offering these accounts in 1972, but the legality of this action 
was not clearly demonstrated until the Federal legislation.) Thus these 
states are a pilot project for the introcuction of NOW accounts. Over a 
year later, NOW accounts at MSBs were only one percent of total savings 


I) 


accounts, and the proportion was even smaller at other institutions. This 


Katharine Gibson, "The Eariy History and Initial Impact of NOW Accounts," 
New England Economic Review, January/February 1975, p. 22. 
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percentage is probably much lower than many expected. For example, if thrifts 
were to attract the same proportion of household demand deposits to NOW 
accounts as Lhe proportion of household savings accounts they now have, NOW 
accounts would be 15 percent of total savings accounts. Similarly, the limited 
experience of MSBs that can legally issue demand deposits and of Canadian 


mortgage lending institutions with checking accounts suggests that thrifts 


would attract less than half as large a share of the demand deposit ane NOW 


account market as of the savings account market.2° Since thrifts have about 
60 percent of the household savings account market, we might expect them to 
garner 15 to 35 percent of household demand deposits. The 35 percent is the 


more favorable assumption for the mortgage and housing markets?! 


D.__ Sectoral Income Changes 

The altered deposit, investment and ta¥ patterns will generate chanyes 
in sectoral incomes, If households shift funds from CBs to thrifts in response 
to the expansion in liability powers, thrift earnings (or "reserve transfers") 
are likely to rise and those of CBs to fall. Regarding changes in investment 
and tax patterns, recall that the substitution of the mortgage interest tax 
credit for the extraordinary loan loss reserve was designed to raise the 
marginal tax rate of thrifts to the normal 4& percent, while at the same 


time leeving the average tax rate unchanged. However, thrifts are expected 


10, ngerson and Eisenmenger, op. cit., pp. 6-8. 


Monrifts could capture a portion of the demand deposits of other sectors, 
but this is likely to be of negligible importance. More important is the possi- 
bility that thrifts could gain a laryer share of the savings account. market, 
althoush the proposed Toss of the current 5 basis point advantage on deposit. 
rates Uhe thrifts currently have would act to offset such 6 vain, 


a 


to lower their tax payments by purchasing tax-exempts from households. Since 


these households have a lower margins] tax rate than the thrifts, total 


Treasury tax receipts decline and security issues by the Treasury must make 
up the shortfal1.?” 

If it were simply a matter of some sectors having more funds with which 
to purchase assets and others having less, not accounting for tne income 
shifts would probably not distort the results significantly. In the fet 
example noted above--the shift in income from CBs to thrifts accompanying 
the movement in household deposits--ignoring the income shift would, as 
a first approximation, be equivalent to assuming a slightly smaller movement 
of deposits between the institutions, In fact, it would seem far superior 
to ignore all sectoral income changes than to recognize, say, the increases 
but not the decreases, The latter would provide an underestimate of ‘he 
general level of interest rates, while the former entails a modest error in 
relative interest rates ,?? 

However, the income shifts are not simply a matter of some sectors 
investing a little more and others a little less. Thrifts could, and would 
if permitted, use their greater income to pay higher deposit rates which 
would attract significantly greater funds, possibly altering relative interest 
rates (lowering mortgage rates relative to other yields) significantly. 


1 snite households will pay more taxes, their after-tax income will be higher; 


households are willing to swap tax-exempts for taxable securities because ‘ 
the yield differential more than offsets the higher taxes. Theoretically, 

this income change, too, should be accounted for. 

19%consider a second example. If thrifts tend to purchase lcng term 
and morteaye securities with their extra income, while the Treasury issucs 
short-terms to finance its shortfall, then relative interest rates will be 
affectca (longs and mortyages falling and shorts rising). 


While we will not attempt to measure and incorporate all sectoral income 
changes, we will examine the ability of thrifts to pay higher deposit rates 
and the impact of higher rates on the financial markets. 

The ITA could raise the income of thrifts, and thus the deposit rates 
they could pay, in a variety of ways: 
(1) Greater after-tax income due to investment in tax exempts. 
We have argued above (page 9) that the FIA would raise after-tax income of 
SLAs by as much as 10 percent in a good year (1973 as opposed to 197 or 
1970). This is due to investment of "surplus" income in tax exempts, With 
an after-tax income of $2 billion in 1973, this is an increase of $200 
million, Because MSBs have only about one-quarter as large income and will 
shift a smaller proportion into tax-exempts, their increase in income will 
be only about $30 million. If we consider a bad (low income) year, then the 
saving by investment in tax-exempts would be less. It should be noted, 
hovever, that an unfavorable assumption regevding the proportion of assets 
thrifts invest in mortgages is based upon high profitability causing a rela- 
tively large investment in tax-exempts. Since we are going to raise deposit 
rates while employing the unfavorable investment assumption, we will use the 


high income assumption. 


(2) Added income due to the attraction of demand ctposits. 


If thrifts capture 15 percent--our lov estimate--of the household demand 
deposit market (valued at $125 billion in 1973), they would gain an extra 
$12 billion in funds (f14 billion less 1/7 for required reserves), If they 


a 


capture 35 percent, then about $33 billion would be yained. TY theitts not 


2.3 percent on these funds ,“° then they would gain from $275 to $875 million 


in income, 


(3) Added income due to investment in consumer credit, 
Estimates of the excess of the net rate of return on consumer credit over 
that on home mortgages range fror zero to one percent.* At the 1973 level 
of total financial assets of thri ts ($363. billion), a two percent shift 
from mortgages into consumer credit would raise income by zero to $70 million. 
Given the 1973 level of deposits at thrifts of $325 billion, each $100 
million of additional income would allow thrifts to raise deposit rates by 3 basis 
points, The three effects discussed above imply that income will rise by 
$505 to $1175 million. This would allow thrifts to raise the deposit rate 
from 15 to 35 basis points,-~ 
The increased deposit rate will have further repercussions on profits 
of thrifts. The investment of the increase in funds attracted by the deposit 
rate increase will raise thrift income, but the decline in yields thrifts 


€arn on their assets in response to thrift purchases will, eventually, lower 


20rnis was the net return on noncommercial demand deposits at 67 small 


(less than $50 million in deposits) banks in 1972, 


: 21 one zero estimate is Ande::cn and Eisenmenger's, op. cit., p. 10, while 
the one percent is that employed .y Ray Fair and Dwight Jaffee, "The Implications 
of the Proposals of the Hunt Commission for the Mortgage and Housing Markets: 

An Empirical Study," Policies for a More Competitive Financial System, Federal 
Reserve Bank of Boston, Conference Series No. » June 1972, p. 105. The low 
net yield on consumer credit probably explains why thrifts with the power ; 
to invest in it purchase so little, The primary advantage of consumer credit 
relative to mortgage credit seems to be the shorter maturity of the former, 
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A smaller growth in loan loss reserves would allow thrifts to raise 
rates further, 


the margin thrifts earn on their entire portfoi 5s. The net effect on 
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profit (m) is uncertain.” 


At a very minimum it would appear that thrifts could afford to raise 


their deposit rate by a quarter of a percentaye point. It is anticipated 
thec commercial banks would raise their deposit rates equally, if so allowed, 
Experiments including 25 basis point increases in bank and nonbank saving 


accounts will be run, 


E. Summary of the Provisions of the FIA 


The four relevant provisions of the FIA are considered in turn, 


(1) Broadened Investment Powers 

The act allows saving and loans (SLAs) to invest up to 10 percent of their 
assets in corporate debt and SLAs and mutual savings banks (MSBs) to invest 
up to 10 percent in consumer credit. SIAs are assumed to put 6 percent of 
their assets in corporate debt, and both SLAs and MSBs are expected to raise 


their consumer credit loans by 2 percent of total assets, 


23 
nm = (R - Rdep - F)DEP, 


where DEP is total deposits which, for simplicity, are assumed to equal 
total assets, R is the average asset return, Rdep is the deposit rate, and 
F is the ratio of operating expenses to total assets and is assumed to be 
constant, ‘The change in profits in response to an increase in the deposit 
rate is; 
a \DEP : AR 

dw = (R - Rdep - Fs Rdep dRdep + XDEP dRdep - DEPdRdep. 
The firs’. term reflects the return on the increment to deposits; the second 
term reflects the decline in portfolio return due to the fall in the asset 
return as thrifts invest more (aAR/ADEP < 0); the third term is the added cost 


cemand deposits and investment in tax-exempt securities, The sum of the 
first two terms determines whether thrifts will be able to afford further 
inereases in the deposit rate, 
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(2) The Mortgage Interest Tax Credit 
The elimination of the extraordinary allowance for reserves for loan losses 
will raise tne effective marginal tax rate on thrifts from approximately 
29 percent to 4 percent. This should induce substantial investment in tex- 
exempt securities, In quite profitable years SLAs could put up to 10 percent 
of their funds in tax-exempts and MSBs up to 6 percent. In less profitable 
years 4 and 3 percent, respectively, might be so invested, The less profitable 
assumption diverts fewer funds from mortgage purchases and is thus more 
favorable to the mortgage market, 

MITC provides all sectors with an inducement to invest more in mortgezes. 


The impact on SLAs, which sre already heavily invested and not interest sensitive, 


is negligible, but MSBs, LICs and CBs should each be significantly affected. 


(3) Expanded Liadility Issues 

The FIA should induce e growth in NOW Accounts at commercial bans and thrifts 
and a shift of demand ceposits. from commercial banks to thrifts. We assume 
that thrifts will attract 15 to 35 percent of household demand deposits, 
Moreover, 10 to 30 percent of them ill be invested in chort-term assets, 

The remainder divided between longs and mortgeges according to past behavior. 
(Thrifts currently mut only 5 percent of their savings deposits in short-term 
assets.) The assumption most unfavorable to the mortgage market is the attraction 
of only 15 percent of household demand denosits and the investment of 30 per- 

cent of them in short-term assets. The most favorable assumption is the 
attraction of 35 percent of househoid demand deposits and the investment of 


10 percent in short-term assets. It is also assumed, unfavorably for the 


nortgage market, that the thrifts share of the savings account market will 


be unchanged in spite of their expanded offerings of liability and asset 


(consumer credit) services. 


(4) Increased After-Tax Income and Deposit Rate Changes 

The combination of the MITC and the shift into tax-exempt securities will 

raise after-tax income of thrifts. The demand deposits attracted from commercial 
banks will also generate greater income, as might investment in consumer credit. 
This income is estimated to be at least enough for thrifts to be able to raise 
their deposit rates by a quarter percentage point. Commercial banks are 

assumed to be willing to match the competition and raise their deposit rates 
equally. The greater intermediation, particularly at thrifts, will increase 


mortgage purchases, 


II. The Financial Model 
In this section the flow-of-funds model underlying the simulations 
reported in the following section is described and is compared with alternative 
financial models that have been employed in financial-reform simulations. 
The alternatives. include the Fedéral Reserve-MIT-Penn (FMP) model and the 
Rosworth-Duesenberry model. 


The model analyzed in this study is novel in both its scope and internal 


consistency.~" Twelve sectors and marke s/securities are delineated. The 


nine endogenous sectors are households, nonfinancial businesses, state and 

local governments, federally sponsored credit agencies, commercial banks, 

savings and loan associations, mutual savings banks, credit unions, and other 
2Mone model equations are presented in “A Brief Description of a Flow 


of Funds Model," Krannert Institute Paper No. 509, Purdue University, April 
1975 and “Revised Estimates for the Nonbank Finance Sectors," mimeo, June 1975. 


finance. The rest of the world, Treasury, and Federal Reserve are treated as 
exogenous, Primary securities in the modet are divided into three all-inclusive 
categories: short term (open market paper, Treasury bills, cousumer credit 

and short-term bank loans), long term other than home mortgayes (corporate, 
fore'«n, Treasury and state and local bonds, nonhome mortgages, term loans 

and equities), and home mortgages. ‘The primary security rates associated 

with the markets for the two aggregate security groupings are the 4-6 month 
prime commercial paper rate and the new issue corporate bond yield. Secondary 
or intermediary financial markets include money, life insurance policy loans, 
eurodollar loans, bank savings accounts, savings and loan shares, mutual savings 
bank deposits, credit union shares, contractual saving {insurance and pension 
fund reserves), and trade credit. The yields on the first seven intermediary 
instruments are treated as exogenous (the first two are constant) and the 

last two markets are taken to be exogenous in their entirety. 

The model contains forty-seven behavi’ ral equations, including thirty-one 
sectoral dem.nd equations and fourteen sectoral supply equations. The primary 
determinants of sectoral issues and purchases are interest rates and nonfinancial 
investment and saving (for the nonfinancial sectors) or increments to depos - 
its/contractual saving (for the financial sectors). 

The internal consistency of the model reflects the two fundamental 
identities underlying the flow-of-funds accounting structure. The first 
identity is the sources-equal-uses or balance-sheet constraint for a unit A 
or sector; the second is the supply-equals-demand or sales~-equal-buys constraint 


for a market or instrument, The sources-equzls-uses constraint has been 


imposed by employing a simultaneous procedure (the stacking method) in the 


estimation of each sector's financial behevior.”> 


The issues-equal-purchascs 
constraints are used to determine the three primary security rates in the 
model. Not cnly is this a more straight-forward approach to interest rate 
determination, but, in contrast to the standard bank-reserves financial 
model, it allows for the operation of all "preferred habitats” on interest 
rate spreads and the analysis of debt management type operations such as the 


Federal Reserve's “Operation Twist" and Federal agency support of the home 


mortgage market (i.e., the issuance of short-term securities to finance 


purchases of home nim 


Bank-reserves models (such as the FMP) cannot capture the total impact 
of policy actions or induced private actions that do not impinge on the bank- 
reserves market. One such induced private action is the portfolio edjustment 
of thrifts in response to the €xpansion of their investment powers. Because 
the FMP model has a completely specified mortgage market, the model will 
capture the tendency for the mortgage rate to rise in response to the decreased 
demand for mortgage securities, but it will not reflect the tendency of the 
increased demands for consumer credit and corporate (and tax-exempt) bonds 
to lower these vates.! Only financial modeis that explicitly treat supply 

OFor an illustration of the procedure, sce P, H, Hendershott and’R. C. 
Lemmon, "The Financial Behavior of Households: Some Empirical Estimates," 
Journal of Finance, June 1975. 

26 see P, H. Hendershott and F, S, Orlando, "Interest Rate Behavior of 
Flow-of-Punds and Bank-Reserves Financial Models,” paper to be read at the 


Third World Congress of the Econometric Society, Toronto, August 1975. 


Teor efforts to analyze the impact of the reforms proposed by the Hunt 
Sommission with the FMP model, see Fair and Jaffee, op. cit., and Jaffee, 
“phe Extended Lending, Borrowing and Service Function Proposals of the Hunt 
Commission Report," Journal of Money Credit and Banking, November 1972. 

These studies are useful in illuminating a methodology for examining the 


imoact of reform prop sales. 


and demanc in each of the relevant markets can deduce the full impact of the 
proposed reforms, 

While the Bosworth and Duesenberry (B&D) mode1=© is similar to the 
present model in scope and design, it contains a number of structural weaknesses, 
First, the sectoral sources-equal-uses constraints are enforced in a suboptimal 
manner. For some sectors (households, nw ‘txeccial businesses, and nonbank 
financial institutions), the residial (sects: discrepancy, net unallocated 
and miscellaneous asset purchases, etc.) category is treated as endogeneous, 
financing any uncovered investment outlays and exhibiting any necessary interest 
rate sensitivity. For otuer sectors, open market security purchases are 
defined residually (long terms fw state and local governments and short- 
terms for commercial banks and the rest of the world). Second, the equations 
in the model explaining the two short-term U.S, government rates (3 month 
bill and 3-5 year note) are supposedly obtained by inverting the household 
demand equation for short-term open-merket securities (defined as 5 yeer to 
maturity or less). Conceptually this single equation can determine either of 


the rates (or an average of the two), but it cannot explain voth.7? 


Brerry Bosworth and James Duesenberry, "A Flow of Funds Model and Its 
Implications,” Issues in Federal Debt Management, Conference Series No. 10, 


the Federal Reserve Bank of Boston, June 1973. 


Inne B&D model has been employed by the FHLBB tc measure the impact of 
the FIA, namely a shift of household demand deposits frow CBs to SLAs and an 
expansion cf consumer credit loans by SLAs ("A Financial Institution for the 
Future: Savings, Housing Finance, Consumer Services: An Examination of the 
Restructuring of the Savings and Loan industry”), While the B&D model is ‘ 
difficult to manipulate for reform simulations because of the weaknesses noted 
and the somewhat adhoc manner of estimation, the treatment of consumer credit by 
Cassidy and Edwards ("Technical Report on Simulated Results of Permitting 
S&Ls to Offer Consumer Credit and Checking Accoun. Services," Working Paper 
#51, Office of Economic Research, Federal Home Losn Zank Board, March 1975) 
is so untrue to the B&D model that the eesults must be viewed as a concoction 
of Cassidy and Edwards, not ae -am-Jmplication of the B&l model. 


III, Sim n Results 

The portfolio adjustments induced by the legislation have two aspécts. 
First, there will be a one-time adjustment as economic units realign their 
existing portfolios toward the now more desirable assets and away from the 
less desirable, Wile this is a one-time adjustment, it would probably 
be expected to occur over a period of years. Second, there is a continuing 
fiow adjustment as the units permanently alter the distribution of the increments 
to their portfolios, again toward the now more attractive assets and away 
from the less. Teo illustrate, think of the investment of a sector in home 
mortgages (MOR) as being relatec to oe sectors total financial assets (TFA) 
an@ other variables: 


MOR = a@TFA + ..- 


The cheuge in mortgage holdings is obtained by first-differencing and partioning 


the A(eTFA} term into two components: 
AMOR = TFA _, 40 + WATFA + cee 

The first term is the one-time realignment of the existing portfolio; the 

second term is the permanent alteration of the future distribution of jverements 

to the portfolio. While the one-shot adjustment is much larger than the flow 

adjustment, its long-run effect on relative interest rates (and obviously 

on security or fund flows) is negligible. The flow adjustment is relevant 

if we are interested in tne longer run impact of the legislation, and this 

is the adjustment upon vhicn we concentrate, The model equations were estimated 
‘ 

and are coded into the simulation program, in first-difference form with a 

having been treated as 4 constant. Thus only the oATFA term appears. The one- 


shot adjustment can be interpreted, in this context, as temporarily reinforcing 
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the impact of the permanent alteration of flows, 2° 

The impact of the FIA on financial markets is viewed from three perspe-.sve. 
(1) interest rates (the home mortgage, corporate bond and commercial paper 
rates), (2) the portfolio behavior of thrifts, and (3) the distribution or 
the supply of home mortgage securities among the various financial instituticzu> 
Simulations of the FIA without the MITC are .lso reported. 

The simulation experiments are run over the 661-714 period (the end of 


the time span over which the model was estimated). FIA simulationa are 


Onn al vernative procedure would be to make the flow portfolio shifts 
large enough tc achieve the desired change of the total asset portfolio «ver 
a designated period of time. To illustrate, during the six-year simulation 
period (66-71) total financial assets of the thrift institutions increasca 
by 50 percent. If one wished to achieve the desired alteration of the total 
asset portfolio by the end of the six years, the a's would have to be three 
times the amount indicated in Table 1, This point is illustr@ted as follows. 
We wish to raise a toa + ® so that at the end of the period (e = 714), 


MOR, = (@ + B)TFA, ae . (i) 
Initially (i = 661), 
MOR, = QTFA, + .0. (41) 


Our adjustment, cumulated over the 661-714 period, will result in 


MOR, - MOR, = (aw + 8') (TFA, ~ TFA), (114) 


where 6' is our short-run adjustment coefficient, The question is: what is 
the relationship between p, the desired long-run portfolio shift, and 6'? 
Subtracting (ii) from (i), equating the result with (iii), and solving for p', 
i 8 
TFA, - TFA, 


Since TFA, = LZTFA, B' = 36. 


compared with a control simulation>+ in order to deduce the expected impacc 


of the FIA. A variety of alternative responses to the FIA sce assumed in 

an attempt to bracket the actual outcome. The FIA simulations are based on 
differing thrift portfolio changes and household demand deposit shifts. Four’ 
ere run. They incluje a run analyzing changes that are most "unfavorable" 

to the mortgage market, a "moderate" simulation that coabines favorable portfolio 
changes with unfavorable demand deposit shifts, a "favorable" run, and a 

"rate increase” simulation that combines a one-quarter percentage point 

increase in the deposit rates at commercial banks and thrifts with the unfavorable 
portfoli«: and demand deposit acsumptione. The FIA simulations results reported 
reflect average model responses four-to-£1x roars after the unteaduan hens 

of model changes, These results purport to indicate the Jmpact of the FTA 

in a new equilibrium (i.e. after existing-stock portfolio adjustments have 
occurred‘. The impact during the adjustment prior to reaching the new equi- 
librium should be similar in direction to the impact in the new equilibrium 


but considerably larger in magnitude. 


(1) Interest Rates and the Stocks of Home Mortgages and Housing 
Table 2 illustrates the impact of the FIA on the prime commercial paper 


rate, the corporate bond rate, and the home mortgage rate under the four sets 


Zone control simulation differs from a Simple solution of the rstimated 


model in two respects. First, the maximum yield that coumercial banks could 
pay on large negotiable CDs, which caused outs tanding CDs to diverge from the ° 
level desired by banks during about half of the 661-714 period, was removed. 
Second, the financial-asset demand equations of the thrifts were adjusted to 
reflect the "40 percent of income" method for calculating reserves for loan 
losses that will be in effect in 1979. The estimeted equations largely reflect 
either the "60 percent of income” method (for SLAs) or the cld "3 perceat of 
loans" method (for MSBs) that was prohibited by the Tax Reform Act of 1969. 


.Table 2: Impact of FIA on Interest Rates 
(in basis points) 


Unfavorable with 
Unfavorable Moderate Favorable Rate Increases 


Commercial Paper -2 -2 
Corporate Bond 


Rome Mortgage’ -20 


of assumptions noted above. The point estimates given are median responses 
during the last two years of the simulation. Not at all surprisingly, the 
more favorable are the assumptions to the home mortgage market, the more does 
the howe mortgage rate decline. Of more interest is that the rate does 
decline (from 5 to 25 basis points) in all. simulations. The other interest 
rates are virtually unchanged except for an increase in the paper rate under 
the most favorable assumtions, i.e., when thrifts obtain a relatively large 
share of funds commercial banks formerly invested in shorts and invest them 
in longs and mortgages. 

It is interesting to conjecture about what responses would be needed to 
generate an increase in the mortgage rate and thus an unfavorable impact on 
housing. The difference between the unfavorable and moderate simulations is 


that in the former SLAs are assumed to shift eight percent of their funds 


out of home mortgages (and into corporate debt, tax-exempts, and consumer credit) 


and MSBS, vw«wo percent, while in the latter simulation the shifts are six 
percent end one percent, respectively. If these shifts were raised to ten and - 
three percent (and if we continue tc assume that thrifts capture a relatively 
small proportion of the household demand deposit market and to invest the 


funds relatively heavily in short term securities), then it appears that 


» 


the mortgage rate would no longer decline (raising the -5 impact on the 
mortgage rate by the difference between -5 and -10 gives 0). Even larger 
declines in mortgage purchases would be expected to be unfavorable to housing. 


Alternatively, the moderate and favorable simulations can be contrasted 


’ 
and extrapolated, The primary difference between these simulations is the 


proportion of the household demand deposit market captured by thrifts (15 
percent versus 35 percent) and the extent to which the funds are invested in 
short terms (30 percent versus 10 percent).>" Since 30 and 10 percent 
investment in shorts imply, respectively, 39 and 51 percent investment in 
home mortgages, the moderate simulation was based on six percent of the 
-household demand deposit market being directed at home mortgages (39 percent 
of 15 percent of the market), and the favorable simulation is based on 
eighteen percent of the market being so directed (51 percent of 35 percent 

of the market). Dropping from six percent of the market to zero is only 
one-third the decline from 18 percent to 6 percent. Since the latter decline 
resulted in a 15 basis point relative rise in the mortgage rate (from -25 

to -10), we would expect the further decline to zero percent to result in 
only a 5 basis point decline in the home mortgage rate, These calculations 
are based on "favorable" portfolio shifts, Since the movement from favorable 
to unfavorable portfolio shifts (the moderate versus ufavorable simulations) 
raises the mortgage rate response by 5 basis points, we conclude that the 
home mortgage rate would be virtually unchanged if the FIA were adopted 
without the authority for thrifts to issue demand deposits and if unfavorable 


portfolio shifts occurred, (A simulation run verified this result. ) 


324 secondary difference is in the proportion of CB time deposits invested 


in home, mortgages: one percent versus two percent. 
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A decline in the home mortgage rate raises the desired stock of housing 
and the desired ratio of home mortgages to the stock of housing. During 
the period in which the actual stock of housing is adjusting to the bigher 
desired stock, net housing and mortgage flows will exceed those that would 
have existed in the absence of the FIA. Thus the lower mortgage rate generat. 
by the FIA will stimulate housing. In the new equilibrium the net flows will 
be slightly larger than those occurring in the absence of the FIA, and 


they will be accumulating on top of larger stocks. 


(2) The Portfolio Behavior of the Thrifts 
The impact of the FIA on the percentage of asset purchases of thrifts directed 
at short, long and home mortgage securities is reported in Teble 3. The 
percentage increase in the total portfolio due to the attraction of demand 
deposits and savings accounts (with a higher deposit rate) is also given. 
Table 3: Alterations in the Pattern of Investments of Thrifts 
(in percentage points) 


Unfavorable With 
Unfavorable Moderate Favorable Rate Increase 


SLAs 


Shorts ee 34 3 

Longs 24 24 

Home Mortgages -54 
0 


MSBs 


Shorts 

Longs 

Home Mortgages 
Impact of FIA on Mort- 


gage Rate (in basis -5 
points) 


Home mortgage purchases of SLAs decline a8 a proportion of total asse 


purchases by 5+ to 8 percentage points, >> Purchases of shorts and longs 
rise about equally, The increase in the latter is due to greater purchases 
of corporate and state and local bonds?” The former reflects the new 
growth in consumer credit and demand deposits and the quite significant 

(10 to 30 percent) investment of the latter in short-term securities. Of 
course, the more favorable are the assumptions for the mortgage market, the 
smaller is the reduction in the share of new investments being directed at 
home mortgages. 

In contrast to SLAs, MSBs increase their percentage investment in home 
mortgages by 24 to 44 percent of their investment portfolio in response to 
the incentives of the mortgage investment tax credit. Like SLAs, MSBs 
investment in short-term securities increases (by 2 to 3 percent of the 
portfolio). The increased purchases of shorts and home mortgages come at the 
expense of long-term securities, Since mortgage purchases of MSBs are quite 
sensitive to the home mortgage rate (and the corporate bond rate which is 
unchanged), the increase in the percentage of their portfolio being invested 
in home mortgages is moderated (from 44 to 24 percent) aa the decline in 
the mortgage rate increases (from 5 to 25 basis points) and that in long- 
term securities rises, 

33yoreover, home mortgsge purchases decline absolutely. The rise in 
purchases due to the increase in savings accounts (when the deposit rate 
is increased) and in demand deposits is not enough to outweigh the portfolio 
shift away from mortgages. 

3Meince the investment in all longs increases by only 24 to 4 percentage 
points while the increased investment in corporate bonds and long-term governments 


(Federal plus tax-exempts) is expected to be 7 to 9 percentage points, invest- 
ment in nonhome mortgages must fall by 4d to 5 percentage points. 


(3) The Distribution of Home Mortgages Among Financial Sectors 
Another way of describing the impact of the FIA is to examine its effect on 
particular m.rkets, rather than sectors, Table 4 lists the changes in the 
share of home mortgages purchased by the thrifts, commercial banks and life 
insurance companies induced by the FIA using the same assumptions underlying) 
Table 3. 

Table 4: Changes in the Share of Home Mortgage 


Issues Purchased by Various Financial 
Sectors (in percentage points) 


Unfavorable With 
Unfavorable Favorable Rate Increases 


-24 
14 
24 

% 


LICe ad 


Impact of FIA on 

Mortgage Rate 

(in basis 

points) 5 -25 
The data in Table 4 reflect the influence of both the provisions of the FIA 
and the changes in the mortgage rate induced by the FIA. To isolate the 
direct impact of the provisions of the FIA, examine the unfavorable colum 
where the change in the mortgage rate is minor. Changes in this column 
reflect the negative impact of broadened investment powers of thrifts (and 
the increased appeal of tax-exempts) on SLA purchases and the positive impact 
of the MITC on purchases of MSBs, CBs and LICs (the relatively minor negative 


os APD i 
jespact of portfolio shifts on KSBs ts easily outweighed by the MITC). 
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The latter three institutions increase their shares about equally, all at 
the expense of a 6 percent fall in the share of SLAs. 

The assrmptions more favorable to the mortgage market are a greater 
response of CBs to the MITC, smaller purchases of tax-exempt securities by 
SLAs (and MSBs), and greater investment of a large share of household demand 
deposits in mortgages by the thrifts. These factors tend to raise the shares 
of SLAs, MSBs and CBs and to lower the home mortgage rate. To the extent 
that these shares rise, other shares must decline, and the falling mortgage 
rate is the inducement for such declines. Since the mortgage demands cf SLAs 
and CBs are very insensitive to movements of the mortgage rate, the changes 
in the increments to these shares are positive (from -6 to -24 and 1 to 2} 
percent, respectively). Since the demand of the LICs is quite sensitive to 
the home mortgage rate, its share falls. As can be seen, the purchases of 
MSBs are virtually unaffected; the tendency toward greater holdings due to 
the more favorable assumptions is slightly more than offset by the negative 
impact of the lower mortgage rate. 

The increases in deposit rates cause results very similar to the shift 
to more favorable underlying es The thrifts and CBs have more 


funds to invest, tending to raise their share of the market, while the decline 


in the mortgage rate tends to lower the shares of the interest sensitive 


‘sectors--the MSBs and LICs. Since the tendency to raise shares is less than 
when we shifted to the more favorable assumptions, the decline in the mortgage 
vate is smaller and so are the changes in shares. Again the countervailing 


influences on MSBs leave their share relatively unchanged. 


& 
(4) Simulations without the MITC 


We conclude our analysis with simulations of the FIA without the MITC, 

The MITC is, of course, a subsidy from the Treasury to financial institutions, 
While it will replace an existing subsidy for the thrifts (the extraordinary 
allowance for loan loss reserves), the MITC is of greater value to thrifts 
than the extraordinary @llowance, and the MITC is also available to commercial 
banks and life insurance companies, who are not losing any previous subsidy. 
The subsidy is, of course, designed to benefit homeowners, and it will to 


the extent that the home mortgage rate is reduced, >> Moreover, insofar as 


the thrifts will be able to pay higher deposit rates and are encouraged to 
do 80 by increases in the deposit rate ceilings, small savers will benefit. 
Another sector to benefit is state and local governments because the demand 
for their debt obligations will rise and thus the yield they pay will fall, 
‘The ultimate beneficiary here is, state and local tampayers. We should not 
forget however, that taxpayers also shoulder the cost of the subsidy to the 
thriz’s, 

Not having the MITC has two major implications, First, there will not 
be an incentive for the interest sensitive sectors (MSBs and LICs) and CBs 
with close to 10 percent of their portfolio in assets eligible for the 
credit to move into mortgages. Second, there will not be an incentive for 
thrifts to shift into tax-exempt securities (they will still be taxed at a 
low effective rate due to the continuation of the extraordinary provision 
for loan loss reserves) and out of home mortgages. We assume that SLAs shift 


35the wisdom of supporting the mortgage market via subsidies to thrifts 
(or through any other coe Questioned by Jaffee ("What to.Do 
5 


About Savings and Loan Associat »” Journal of Money Credit and Banking, 
November 1974, pp. 546-48), ; 
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the same 8 percent of their portfolio into consumer credit and corporate 


debt and that half of it is at the expense of hove mortgeges. MSBs put 


2 percent into consumer credit, one percent at che expense of mortgages. 
Simulations have been run with favorable and t.favorable deposit shifts; 
the resulting effects on interest rates pre given in Table 5. As can be 
seen, when the impact of the shift of demand deposits to thrifts and the 
greater investment of the funds in home mortgages is srall, the impact about 
offsets that of the portfolio shifts away from mortgages. If the deposits 
Table 5: Impact of FIA without MITC on 
Interest Rates (in basis points) 
Unfavorable Favorable 
1 “1 
0 -2 
2 13 


shifts are great, however, the mortgage market is affected favorably (the 
mortgage rate falls by about 11 basis points). Since the mortgage rate 
declines by 5 to 25 basis points in simulations of the entire FIA, the MITC 
is seen as being responsible for 5 to 15 basis points of the decline. 

The change in portfolio shares of the thrifts under unfavorable 
assumptions about demand deposit shifts are quite similar to the assumed 
shifts; the demand deposit shifts and interest rate changes are too small 
to have a major impact. Under the more favorable assumptions the decline 
in the interest rate causes MSBs to. shift from mortgages to longs. Likewise 
the mortgage manne shares are. nspered little; the SLA share rises or falls 
slightly dapantive on whether they’ Givain a large or small share of the nouwse- 


hold demand sau market and the LIC share rises or falls as the mortgage 


Summary 
The Financial Institutions Act of 1975 is designed to treat financial 
institutions more equitably by removing restrictions on their investments 
and differences in their tax treatment. As a result, we expect SLAs to invest 
more like MSBs (put 5 percent of their assets in corporate bonds) and both 
“ SLAs ang MSBs more like CBs (SLAs could invest up to 10 percent in tax-excmpts 
and MSBs up to 6 percent). /lso, each thrift institution should move about 
an additional 2 percent of assets into consumer credit. 
While these shifts will have a negative impact on mortgage flows and 
the mortgage rate, other aspects of the FIA will have positive impacts, 
The mortgage interest tax credit will, in fact, ‘nduce MSBs to invest a greater 
percentage of their assets in mortceges in spite of the tendencics noted 
above, and CBs and LICs wilt also invest more in home mortgages. 
Also there will be the greater flow of funds to thrifts due to their 
ability to issue demand deposits and to pay higher deposit rates, Since 
thrifts will continue to invest a relatively large proportion of their 
funds in mortgages, the mortgage rate should fall and housing should be 
stimulated, 
The FIA should also induce greater portfolio diversification by SLAs 
which will still continue to be the most intensive mortgage lending institutions. 
SLAs should double their current 4 percent portfolio share in short-term 
securities in response to the new authority to purchase consumer credit and 
to issue demand deposits and the tendency to invest such funds in shorter 
term assets. They will also replace 10 to 13 percent of their illiquid mortgage 


(home and nonhome) holdings with marketable corporate and state and local 


bonds. This diversification will cushion the impact of future temporary 


periods of disintermediation on mortgage lending. 
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Appendix A: Model Adjustments for Analyzing the FIA 


This appendix describes exactly how the flow-of-funds model was adjusted 
to incorporate the various provisions of the FIA. The most complex of these 
provisions is the mortgage interest tax credit (MITC). Thus a somewhat 
involved theoretical discussion precedes the description of the revisions of 
the model equations, Incorporation of the expanded asset and liability 


powers of thrifts is more straight-forward, 


I, MITC 

Theoretical Impact of the MITC on Asset Demand Equations 

Consider a world with no extraordinary loan loss reserves, mortgage 
interest tax credit or other differential treatment of alternative sources 
of income and with no transactions costs. Assume that a financial institu- 
tion holds only mortgages (MOR) and corporate bonds (COR). Under these 
circumstances, tne proportion of its assets that the institution would 
invest in mortgages might reasonably be approximated by a linear function 
of the relative profitability of investing in mortgages. 


MOR 


a ar an 
TFA ~ 8 


aMOR SCOR) = 6 + a(1-t)(Rmor - Reor), (2) 


+ a( 


where t is the marginal tax rate, the R's are net interest rates on the two assets 


and § and q are constants. m, the after-tax profit of the institution, is 
m = (1-t)(RmorMOR + ReorCOR - RborBOR - EXP), 


BOR is the institution's borrowing (including deposits), EXP are expenses 
(other than interest) that are unrelated to the marginal cost of servicing 
the assets (such costs are nettea from the gross interest rates to 

obtain the net rates) and the average interest rates are denoted by bars (the 


average interest rates depend on the historical time patterns of both 


interest rates and purchases/issues of assets/liabilities). The average 


and marginal tax vrates are assumed to be equal. 


The exis’ence of the MITC implies u contiderably more complex after- 


tax profit. function and thus demand equation; 


tm = (1-t)(RmorMOR + ReorCOR - RbarBOR - EXP) 


MOR 


Be A aa “ 
+ {.035(1 z,) Zol -033(.7 1 


)]) Rmormor, 


MOR 


if ama <2 


otherwis 


MOR 


4f 41S TFA S$ .7 


otherwise, 


That is, full credit (.035 times mortgage interest) is earned if 70 
percent of funds are in mortgages, partial credit is earned if 10 to 
70 percent are in mortgages, and nothing is earned if less than 10 
percent of funds are in mortgages. 


The partial of this after-tax profit function with respect to a 


an an 


dollar shift from corporateSto mortgages (SOR - SCOR 


) is: 


an an . . MOR. 
SWOR ~ SCOR = {(1-t) + -035(1-2, ) Zp{ .033(.7 tra! \Rmor 


YOR 


+ +0332, Rmor TPA 


- (1-t)Reor. 


Values of the partial for alternative ranges of = are; 


MOR an an 


— 


TFA 3MOR SCOR 
< .l (1-t)(Rmor - Reor) 


O12 4 2033 
i-t 1-t 


MOR) Rmor -Reor] + .033Rmor pod 


<.7 (1-t)((2 + TFA 


af (1-t)E q+ +932) mor - Reor]. 


Using these values of the partial, we can see how equation (1) is 
altered, For MOR/TFA < .1 the equation is unchanged (the tax credit does 


not apply). However, for 


MOR/TFA > .7 
me = 6 + a(1-t)[(1 + 2032) Rmor -Reor], 
TFA 

21 < MOR/TFA < .7 


MOR 
TFA 


= 6 +a(1-t)[(1 + -O 


+ 2033 zyp557 MOR 
+ S25) Rmor - Reor] + .033qRmor TFA “ 


oe ee) ti 4 ak + HOR) Rmor-Reor). (5) 
-033¢Rmor 1 - .033qRmor 
With over seventy percent of assets invested in residential mortgages, 
we only need raise the coefficient on Rmor slightly (multiply by 1.07). 
For an institution with between ten and seventy percent invested in 
residential mortgages, the constant, the coefficient on Rmor and the coeffi- 


cient on the spread all need be increased, 


An Extension 

It has been argued that institutions with (slightly) 
less than ten percent of their assets invested in residential mortgages 
would have a tremendous incentive to reach the ten percent level. The 


impact on profits and thus on investment incentives of a discrete Jump to 
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the ten percent level was not reflected in the "marginal" analysis performed 
above, To see the impact, assume that an institution initially has eight 
percent invested in mortgages. The response of profits (4m) to a 

two percent shift of total financial assets (TFA) from “longs” to 


mortgages is; 
Aw = ,O2TFA(1-t)(Rmor - Recor) + .015(.O8fFARmor + .O2TFARmor), 


where the first term reflects the normal impact on after-tax profits 

of such a shift and the second term is the tax saving due to the mortgage 
tax credit, Assuming t = .5, Rmor = .08, Rmor = .07, profit will rise 
(slightly) even if the return on longs (Rcor) exceeds that on 

mortgages by a full percentage point. If the institution had nine 
- percent already invested in avineis, the tax credit would induce 

a one percent shi.‘ into mortgages even if a two percentage point 


differential existed, 


An Added Complication 

In our model multifamily mortgages have been aggregated with other nonhome 
mortgage long-term securities (primarily commercial mortgages and corporate 
bonds for the thrift institutions), As a result, part of the "COR category" 
is really multifamily mortgages (and commercial mortgages in urban renewal 
areas?), and thus part of the interest earned on COR is eligible for a tax 
credit. If multifamily mortgages constitute a constant y percent of COR, then 


(2) becomes in our model: 


tm = (1-t)(RmorMOR + ReorcOR - RborBOR - EXP) : (2a) 


+ {(1-2,).035 * Z| .033(.7 ‘ me) (RmorMor + yRcorcor) 


air. < oe 4.7 


%* 


QO otherwise 


And (3) becomes 


Sis “ om = (1-t)(Rmor - Reor) + 


{.035(1 -2,)~ Za] .033(.7 - MRS YCOR)) > (Rmor - yReor) + 


(RmorMoR + yReorCOR) .033 — (l-y) . (3a) 


Regarding the mortgage demand equations of thrifts, 


(MOR + yCOR)/TFA > .7 


i =p + a(1-t)i [fa + 2032 \Rmor - (1+ Bord) Reor | 


ol < (MOR + yCOR)/TFA < .7 


WR og 5 g(1-t)(amor - Reor) + e[ .o12 + .033(MR* 1° )(aeor - yRcor) 


poem —— 
+ a(1-y).033 "ee j 


or, 


MOR: : + ay (1-y).033Rcor = 


* -O033aRmor (i-y) 


o(1-t) f 2012 , .033 /MOR + yCOR)) 
1. .0agaiearti-~) { {a+ i-t * Tt ( = hu 
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Impact of the MITC on the Model Specification 
Relevant data on the asset portfolios of the major private financial 


institutions investing in home mortgages are presented in Table A, As 
indicated in column 5, SIAs already have well over 70 percent of their 

assets in residential mortgages, MSBs are heavily invested (in 1966 they had 
70 percent in residential mortgages), LICs are significantly above the 10 
percent mark (they had over 25 percent in mortgages in 1966) and CBs are near 
the 10 percent minimum, Column 6 contains values of y, the proportion 
multifamily mortgages are of total long-term assets (COR). Given these 
values and assuming t = .48, we will now indicate how the model equations 
will be altered to reflect the impact of the introduction of the mortgage 


tax credit. 


SLAs: 
The relevant responses in the present model equations, which pertain 
to the 1960's (SLAs 60's), are: 
ACCR = .3108ATFA - .001147A{ (Rmorr - Rcor)TFA] 
(SLAs 60's) 
AMOR = .SUQTATFA + .OOLLY7AL (Rmorr - Rcor)TFA] 
(the equations were estimated after multiplying through by TFA and first- 


differencing). Rmorr is the recorded or gross mortgage rate, It has been 


estimated that the net rate is the gross rate less 4 percentage point,2 


Under legislation in effect in the 1960's (the model equation was estimated 
over the 641-714 period), the after-tax profit of SLAs was approximately 


mv = (1 - .4t)(RmorMOR + ReorCOR - RborBOR - EXP), 


snstimates as to the percentage cost of processing mortgages include 
0.2 - 0.4 (D. M. Kaplan, “Mortgage-Backéd Bonds: A New Source of Funds for 
the Savings and Loan Industry," FHLBB Journal, March 1975, p.20), 0.5 (P. S. 
Anderson and R, W, Eisenmenger, "Structural Reform for Thrift Institutions: 
The Experience in the United States and Canada," New England Economic Review, 


July/August 1972, p. 10) and 0.75 (S. Klaman, The Post War Residential Mortgage 
Market, New York; National Bureau of Economic Research, 1961). 


TABLE A 


Some Data on Asset Portfolios of Selected 
Financial Institutions at the End of 1973 
(billions of dollars) 


(1) (2) (3) * 


Home Multifamily Other Long-Term (4) 
Mortgages Mortgages Securities 


188 23 22 272 
uy 17 25 
22 18 
68 7 


*corporate Bonds, Commercial and Farm Mortgage and Term Bank Loans, 


the .4 reflecting the 60 percent tax exemption due to the extraordinary 
he Rasy 

OMOR aCOR 
(1 - .4t)(Rmorr - 4 -Rcor) and the empirical estimates are interpreted 


provision for loan loss reserves, Thus equalled 
as; 


5497 =p - Sa(1 - wht) and 


eOO1LK7 = (1 - Ato. 


Solving, a = .001420 and gp = 5503, 
The relevant equation responses for 1979 (SLAs 79), when a 40 percent 
tax exemption will be in effect, are 


ACOR = .31L07ATFA - .O010l1A{ (Rmorr - Reor)TFA] 
(SIA 79) 


AMOR «= ,S498ATFA + .O010lIA[ (Reorr ~ Reor) TFA}, 
where .001011 =a@(1 - .60t) and .54908 =p - da(1 - .60t). The impret 
on these equations of the substitution of the mortgage interest tax credit 
for the 40 percent extraordinary provision for reserves for loan losses is 
obtained by substituting Rmor = Rmorr - 4, § = .5503, a = .001420 and 
y ™ -5Slinto equation (4a). The resultant equations, which are those that 
would supposedly be rélevant to SLAs in a world with the tax credit 
(SLAs CRED), are; 

SCOR = .3106ATFA - .000763a{ (1.0326Rmorr - Recor TF 


‘\ As CRED) 
AMOR = .SHQQATFA + .0007634[ (1.0326Rmorr - Rcor)TFA). 


SLAs should respond less to interest rates generally because ‘Shey have to. 


pay full taxes on income; they should respond relatively more to mortgage 


rate changes then bond rate changes, however, because of the mortgage 


interest tax credit, . 


MSBs: 
The current model responses are 
ACOR = .7O076ATFA ~ .2788(Rmorr - Reor) ATFA 
(MSBs 60's) 
AMOR = .23214TFA + .2788(Rmorr - Rcor)ATFA, 
As a first approximation, MSBs were not paying taxes in the 1960's. Thus 
@ = .2788 and 8 = .3715 = .2321 + 3a. The equation responses for 1979 are: 
SCOR = .6674arFA - .1985(Rmorr - Reor)ATFA 
(MSBs 79) 
AMOR = .2723ATFA + .1985(Rmorr - Reor)ATFA, 
where .1985 = a(1 - .60t) and .2723 =g - éa(1 - .60t). For the responses 
after the introduction of the mortgage interest tax credit, we substitute in 
equation(5a) because NSBs have less than 70: percent of their assets in 


residential mortgages. The Substitutions are : Rmor = Rmorr - 4, 


B= 3715, @ = .2788, t = HB, y = .4, MB YOR 6 57 ana SR a 39, We 


also assume that Recor = Rmor = 1.56 


a 


ACOR = .6322ATFA - .1548(1.0348Rmorr - Rcor)ATFA 
(MSBs CRED) 
AMOR = .3075ATFA + .1548(1.0348Rmorr - Reor)ATFA, 


The combination of a larger coefficient on the change in financial assets 
and the increase in the coefficient on Rmorr Suggest that MSBs will put 
a rhe change in MOR/TFA for SLAs induced by this aspect of the legis- 


lation will be = 0 as 0001 + -000248 Reor 2.000223 Ruorr. . For Rmorr = 8.5, 
this inequality is 2 0 as Reor ® 7.25, 


about six percent more of their assets in mortgages due to the mortgage 
interest tax cut. 
LICs; 
The relevant responses for the “other finance" sector of the model, 

which are supposedly relevant to 1979, are: 

ACOR = ..9190ATFA -..1024(Rmorr - Rcor)ATFA 

(LIcs 79) 

AMOR = -,0206ATFA + .102h(Rmorr - Reor)ATFA. 
Life insurance companies accounted for from 2/3 to 9/10 of the noe mortgage 
holdings of this sector during the estimation period and were responsible 
‘for virtually all the interest rate sensitivity. Thus any response to the 
mortgage interest tex credit should reflect the tax position of life insurance 
companies, Seventy-eight percent of life insurance companies’ earnings from 


investments are exempt from the corporate income tax. Thus we interpret 


102k as a(1 - .22t) and -.0206 as p . do(1 - .22t). Solving, a = .1145 


and 6 = .0306. Next we substitute the -18, .14.and .59 proportions from 
Table 1 and the same values for t, Rmor and Reor into equation (5a), but 
only after modifying the latter. The modification is to multiply all t's 
by 22. That is, unlike the thrifts the life insurance companies do not lose 
their tax shelter in return for the mortgage interest tax credit. The 
result of the substitution is: 

ACOR = eQLIGATFA -..1053(1.0159Rmorr - Recor) ATFA 


(LIC-CRED) 
AMOR = -,O132ATFA + .1053(1.0159Rmorr - Rcor)ATFA. 


34, F. Brimmer, Life Insurance Companies in the Capital Market, MSU 
Business Studies, 1962, p. 23. 


The increase in the coefficients on Rmorr and on the spread should raise 
mortgage purchases by about 1 percent of ara." 
CBs: 

The commercial bank equations are not adjusted in the same manner 
as those of any of the above sectors, First, the average ratio of resi- 
dential mortgages to total financial assets of the sector is less than 
ten percent. Second, the present model equation for CB home mortgage 
demand does not contain any interest rate sensitivity. The primary 
determinant of CB mortgage demand appears to be the quantity of time 
deposits at CBs; in the current model equation, 184 percent of time 
deposits are in ed in home mortgages. This percentage is raised 
to 194 percent for the least favorable (to the mortgage market) response 
and 204 percent for the most favorable (see the dfscussion in footnote 6 
on page 7 of the FIA Report). The percentage of time deposits invested in 
longs is lowered correspondingly. 

II, Incorporation of the Expand Asset and Liability Powers 

We begin with the impact of the expanded investment powers of tne 
thrifts. Of the instruments listed in Table ‘1 of the FIA Report ‘(page 11) 
only one,’ home mortgages, is treated as a separate security in the flow- 
of-funds model. The others are aggregated into shorts and longs (excluding 
home mortgages). Shorts include open market paper, consumer credit, 


short-term Federal and agency obligations and STL tax warrents, to the 


"since LICs have about 1/3 of the TFA of the sector, they will increase 
the proportion of their assets in home mortgages by about three percent. 


extent they are identifiable. Corporate bonds, other mortgages and long- 
term government and agency issues are in the long-term category. Table B 
provides a breakdown of the data in Table 1 into the security categories 


of the model, 


Table B: Division of Shifts in Portfolio 
Proportions in Model Aggregates 


SLAs MSBs 


High Low No High Low 
Profits Profits MITC Profits Profits 


Shorts 
Open Market Paper +1 +1 
Governments (short) -1 -2 
Consumer Credit +2 +2 
+2 +1 


Longs ; : : 

Governments (long) +1 -1 
Nonhome Mortgages -2 -1 
Corporate Bonds # 5 


3 -1 
Home Mortgages 6 -k : a“) 


The model equations were estimated, and are coded into the simulation 
program, in first-difference form. Thus the change in any asset category, 
say mortgages, is related to the change in total financial assets of the 


sector (ATFA) and other variables: 
AMOR = @ ATFA + cco 


The portfolio adjustments are implemented by altering the coefficient on 
the change in total financial assets (v7), These adjustments are in addition 


to those induced directly by the MITC and enwoserated above. 


Regarding the growth in demand deposits and NOW accounts at thrifts, 


we introduce (into the model) two new demand deposit variables: household 


deposits at SLAs (DDsL.) and at MSBs (opMs*), The change in these categories 


will be assumed to be proportional to the change in household money holdings 
(AMON): 


a d a 
ADDSL, i AMON AMON 


on 


aMoNe = & = nel 


o 
Wik win 


Fw 


a da 
SDDMS h° 


The 2 reflects the fact that about this proportion of the change in household 


money holdings takes the form of checking accounts; the rest is currency. 
The : and ; reflect the expected division of the new thrift accounts between 
those at SLAs and those at MSBs, The 6 is the proportion of total demand 
deposits that thrifts are assumed to attract. § will be set at -15 (least 
favorable to the mortgage and housing markets) and .35 (most favorable). 

The commercial bank and thrift asset demand equations must also be 
adjusted to reflect the new demand deposit accounts. The current and lagged 
changes in the supply of demand deposits net of required reserves, 


AC (1 - a)ppeJ, is a regressor in the asset demands of commercial banks, 


The modified regressor is; 


s a d 
Aat(1 - d) (DD, - DDSL, - DDMS,) 1. 


The thrifts are handled somewhat differently. First, the change in 


their total financial assets (AFASL and AFAMS) are redefined to include 


* 


the new demand deposits; 


% 
AFASL = ASVSL. + SAV, + AL (1 - a) DDSL"} 


AFAMS = ASVMS. + SAV. +aC(a - ayppuse, 


where SVSL and SVMS, respectively, refer to savings accounts at SLAs and 
MSBs and the SAV 's include retained earnings and changes in minor balance 
sheet items. Second, the changes in the new derivative deposit variables 
are added as separate regressors to reflect the different pattern of invest- 
ment of these funds vis-a-vis savings accounts, The assumption is that 

10 (favorable to vie mortgage market) ur 30 (unfavocavle) percent of deuatd 
deposits will be invested in short-term assets as opposed to the normal invest- 
ment of only 5 percent, Thus the coefficient in the short equation will be, 
alternatively, .05 and .25, The offsetting coefficients in the long-term 
and mortgage equations are listed in Table C and reflect the different 
existing historical investment patterns and the impact of broader investizent 
powers, The net result is that SLAs sre expected to invest 50 to 60 percent 
of these new funds in home mortgages, and MSBs, 25 to 35 percent. 


Table C: Coefficients on the Change in Derivative Demand Deposits 
in the Asset Demand Equations of SI/s and MSBs 


At (1-a)ppsie] At (1-a)ppes?) 


unfavorable favorable unfavorable favorable 


Hendershott 
August 1975 


Appendix B 
A Response to the Requests of the Committee Staff 


The staff of the Senate Committee on Banking Housing and Urban Affairs 
has asked for additional analysis and simulations of <2 model to determine 


how sensitive the results are to the component assumptions (the staff request 


is attached). The issues seem to be: 


(1) what would be the impact of changing the assumptions regarding the 
portfolio changes of thrifts (movements into consumer credit and 
taxable and tax-exempt bonds), holding the assumptions regarding 
demand deposit shifts constant? 
how do the two assumptions regarding household demand deposit 
shifts (the percentage shifted to thrifts and the pattern of 
investment of the funds so shifted) interact and what would be 
the impact of changing them? 
what would be the impact of the FIA without the MITC? 


how would various changes in the Regulation Q rate ceilings affect 
the results? 


The suggestions of the committee staff are reflected, to some extent, 
in the final report to which this memorandum is attached. Most obviously, 
simulations without the MITC are discussed on pages 33 and 34 (and will 
not be repeated here), Also, experiments where only the assumptions regarding 
changes in thrifts portfolios are altered and, alternatively, where only the 
allocation of household demand deposits is changed are analyzed on pages 
27 and 28. In the remainder of this memorandum the question of demand deposit 
shifts and portfolio changes is considered further, and results obtained 


with alternative changes in Regulation Q rate ceilings are presented. 


A. Demand Deposit Shifts 
Table A contains the percentage of household demand deposits invested 


in home mortgage implied by various assumptions employed by us (circled) 


Table A: Percentage of Present Dawand Deposits That 
Would Flow into Home Mortgeges Under Alternative 
Assumptions Regarding the Percentage Attracted 
by Thrifts and the, Percentage They Invest in 
Short-term Assets 


* 
The percentages invested in home mortgages implied by the different assumptions 
regarding the percentage invested in shorts are: 


af 19 = = Bb 


MOR 52 45 39 14 


and proposed by the committee staff (blocked) regarding the percentage of 
the demand deposit market attracted and the percentage of the attracted 
funds invested in short-term assets, As can be seen, there is a trade-off 


between the percentage of the demand deposit market captured and the percentage 


of such funds invested in mortgages. A smaller portion of the market heavily 


invested in mortgages is equivalent to a larger portion of the market less 

heavily invested. For example, 10-percent of the market with 10 percent 

in shorts (51 percent in mortgages) is equivalent to 35 percent of the market 

with 75 percent in shorts (14 percent in mortgages). The two assumptions 

that we have used--15 percent of the market with 30 percent in shorts 
(favorable) 

(unfavorable) and 35 percent of the market with 10 :ercent in shorts--entall 


about 6 and 18 percent, respectively, of the household demand deposit market 


going into home mortgages. The more extreme assumptions proposed by the 
committee--1O percent of the market with 75 percent in shorts and 60 percent 
of the market with 20 percent in shorts--lead to home mortgage investment of 
13 and 27 percent of the market. The former is a negligible amount (about 
$100 million per year) and is virtually equivalent in its impact on the 

home mortgege market to assuming that thx rvs do not obtain the authority 

to issue demand deposits, i.e., with our unfavorable portfolio shifts the 

home mortgage rate is approximately unchanged (see page 28 of the report). 
Their "favorable" assumptions channels 50 percent more into home mortgages 

(27 percent of the market as opposed to 18 percent) than do ours, The mortgage 


rate declines by 35 to 40 basis points. 


B. Portfolio Changes 
Before describing the results given by, the committee staff's proposals 


on thrift portfolio changes, it seems incumbent on me to emphasize how 
unreasonable--and biased toward an unfavorable impact of the FIA on the home 
mortgage market--they are. Table compares my assumed portfolio shifts 
with the committee's. The wasie for my shifts are documented on pages 


7-12 of my report. 


A number of interesting (amusing?) points are apparent, First, the 


committee staff has raised the percentages each thrift will invest in every 

nonhome mortgage category. Second, the increase in each of the "new" assets 

is exactly one percentage point. Third, even though MSBs hold over half of 

their portfolios in nonhome mortgages and the nonmortgage portfolio isa 
then the mortgage portfolio 

closer substitute /for state and local obligations, «11 of the funds come 


out of home mortgages. (In order to achieve this incredible result the 


staff has MSBs investing more in an asset--open market paper--that they 


Table B: VCumparison of Assumed Portfolio Shifts 
of Hendershott (PHH) and the Committee 
Staff 
Staff Difference 
SLAs 
Effective New Powers 
Consumer Credit 
Commercial Paper 
Corporate Bords 
State and Local Obli. 
Existing Powers 
U.S. and Agency Debt 
Home Mortgages 
Other Mortgages 
MSBs 
Effective New Powers 
Consumer Credit 
State and Local Obli. 
Existing Powers 
U.S, and Agency Debt 3 
Open Market. Paper aa +1 
Corporate Bonds , -1 +1 
Home Mortgages -2 “7 


Other Mortgages a +1 
7 <2 


already hold!) While the bias is not quite as blatant in the SLA shifts, 
it is still pervasive. Commercial paper is a direct substitute for short- 
term nonmortgage assets, and state and local obligations are close substitutes 


for all maturities of nonmortgage assets. To envision investment ‘in these 


two categories as rising by 13 percent without a very substantial decline in 


U.S, and agency debt requires a certain frame of mind. Further, while home 
mortgages constitute four times as large a share of the existing portfolios 
of SIAs as do other mortgages, the committee reduces them by over eight times 
as much, 

By this point it should be clear ‘‘iat I view the committee's portfolio 
assumptions as being far removed from the possible, much less the plausible. 
Moreover, because they are so strongly biased in a particular direction I 
view simulations based on them to be counterproductive to an intelligent 


consideration of the potential advantages and disadvantages of the FIA. 


rave incorporated the assumptions only at Mr. Weicher's insistence, When 


.the assumptions are combined with my unfavorable demand deposit shifts, the 
home mortgage rate rises by 45 basis points, When combined with the assumption 
of no demand deposit powers (or the committee's assumption of negligible 


powers), the rise is just over a half percentage point, 


C. Deposit Rate C 8 

A simulation run incorporating one-quarter percentage point increases 
in both the commercial bank and nonbank savings account rates, combined with 
unfavorable assumptions regarding thrifts portfolio changes and demand deposit 
shifts, was reported in the final report (s@@ pages 26-32). The rationale for 
-this combination of rate incresses was that the thrifts could afford it 
under the FIA and that CBs ould follow the lead of the thrifts. The proposed 
loss of the one-quarter point rate advantage thrifts currently have was not 
explicitly taken into account because the impact of this loss on thrifts’ 
ability to attract savings accounts was assumed to be offset by the advantage 


of the extended service benefits (demand deposit issues and consumer credit 


purchases) or "one stop banking." The advantage of these benefits to CBs 


im attvacting savings accounts has, or course, been the rationale for 


clacing CBs at 4 tc $ point rate disadvantage. 


The basic rate-increase simulation is compared here with simulations 
in which the commercial bank rate is held constant, on the one hand, or 
raised by a full half point on ‘‘:2 other (the thrift rate is up by one-quarter 
point in all experiments). The former implicitly assumes that the drawing 
power of extended services is equivalent to an.extra half percentage point of 
interest, while the latter assumes the services are worth nothing (a rather 
indefensible assumption). The impact of the deposit rate changes and the 
other (relatively unfavorable) assumptions about the effect of the FIA are 
given in Table C. Not surprising, the decline in the mortgage rate is less 
the more the bank deposit rate increases and thus the fewer Savings accounts 


thrifts attract. Of more interest is that the mortgage rate declines, even 


Table C: Impact of FIA (unfavorable assumptions) on 
Interest Rates When the Nonbank Savings 
Account Rate is Raised by #4 and the Bank 
Rate is Raised by Different Amounts (in 
basis points) 

Bank Savings Account Rate 

Rmor 


Reor 


Rep 


when the bank rate rises, by twice the increase in the thrift rete. Thrifts 
suffer a slight loss of deposits, but the impact of this loss on the mortgage 
rate is more than offset by the greater mortgage purchases of CBs due to 


their greater deposit flows, 


Regarding portfolio and mortgage market shares, the major changes are 
a smaller proportionate investment in mortgages by MSBs as the decline in 


the mortgage rate becomes greater, Their level of investment (or share of 


the mortgage market) is constant, however, as relatively greater deposit 


inflows offset the reduced percentage investment. SLAs also have greater 
inflows of funds the smaller is the increase in the bank savings account 
rate, and CBs have reduced inflows. Thus the former's share of the mortgage 


market rises and the latter's declines. 
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AUTEERATIVE ASSUMPTIONS FOR MODEL ESTIMATING THE IMPACT OF ‘TIE FIA 


ese neattslto shifts of thrift beetearton: arising Scere 
xpanded investment powers: : 


Honey and savings accounts 


Corporate bonds 

‘State and local obligatios 
. Home mortgages 

Other mortgages 


Assuned percentage of demand deposits and NOW accounts at chest 
instituticas invested in short term assets: 


(a) 75% 
(b) 20% | 


-Assumed percentage of demand deposit /8 account market cercuask 
. by thrift mae eae: 


(a) 10% 
>) 60% 


Assume the mortgage tax credit is eliminated from the bill. 


Assum2 Regulation Q ceilings are set at: 


(a) no differential between banks and thrifts; 
(b) % percentage point differential. 
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. A. WHITESIDE 
or ONECTOR 


July 8, 1975 


Mr. Allen Sicgel 
Director 
Community Management & Technology 
and Environmental Research 
U. S. Department of Sones & Urban Development 
451 7th Street, S. W. 
Room 8162 
Washington, D. C. 20410 


Dear Al: 


This is the first Quarterly Report on the Task Force's activities. 
A. TASK FORCE ADMINISTRATION 


1. INTERAGENCY AGREEMENT: An interagency agreement 
‘between the federal Home Loan Bank Board and the Depart- 
ment of Housing and Urban Development has been finalized 
providing $2.5 million in funding for Fiscal Year 1976 and 
providing for extension of the demonstration through 1979. 


TASK FORCE EXPANSION: A meeting of Task Force Co- 
directors, Secretary, Carla A. Hills of HUD and Chairman 
Thomas Bomar of the Federal H»me Loan Bank Board was 
held on May 1, 1975. The purpose of the meeting was to 
brief Secretary Hills and representatives of the other three 
Federal Financial Regulatory Agencies. Chairman Arthur 
Burns and Mr. Robert Fischer represented the Board of 
Governors of the Federal Reserve System, Mr. James Keefe 
and Mr. Thornas Taylor represented the Comptroller of the 
Currency, and Mr. Steven C. Hansen represented the Chair- 
man of the Federal Deposit Insurance Corporation. Invita- 
tions were extended to the three agencies to become part of 
the rban Reinvestment Task Force. 


By mutual agreement the Chairman of the Federal Deposit 
Insurance Corporation, the Comptroller of the Currency, 
and a Governor of the Federal Reserve System will become 
members of the Task Force. We are awaiting cow Burne’ 
designation of a member of the LGoard ef Govcrnors, before 
proceding with ithe execution of an agreement and announce- 
ment of the expansion of the Task Force membership. 
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ADMINISTRATIVE STRUCTURE: Task Force staff increases 
have necessitated changes in the administrative structure. 
Positions of supervision and administrative specialists have 
been added by assigning additional duties to existing staff and 

by temporarily hiring consultants. Effective July Ist, the 
administrative structure was formalized by adding the positions 
of Assistant Director for Field Operations and Assistant Director 
for Training. In addition, the following positions have been 
established: Assistant to the Director, Finance and Personnel; 
Assistant to the Director, Program Development; Assistant to 
the Director, Industry Relations; and Assistant to the Director, 
Legal and Public Information. Establishing these as regular 
full-time positions permits us to assign current staff and con- 
sultants, to fill three Regional Coordinator positions with new 
full-time field program development personnel, and to replace 
two consulting relationships with regular full-time positions. 

In adddition, it was necessary to substitute a Task Force staff 
position for the financial and personnel Federal Home Loan Bank 
Board position lost earlier this year. 


STAFF DEVELOPMENT: Staff meetings were held for all 
field program staif in March, April, and May, and for Wash- 
ington staff, on a weekly basis. In addition, a joint Washing- 
ton field staff session was held in April. The purpose of the 
staff meetings included: 


1. Improving communication betweca field 
and headquarters. 


Training new program staff: 


. In the NHS concept; 

b. In presenting the NHS concept to 
various groups; 

c. Inthe specific roles of regional 
and local coordinators; 
In understanding the relationships 
among the various Federal Financial 
Regulatory Agencies, and financial 
institutions; 
In understanding the frame of reference 

f lenders; 

In understanding the possibilities of 
Community Development Revenue Sharing 
funding for NHS neighborhoods, etc. 


We also spent a considerable amount of time 

on Management by Objectives job descriptions 

and appraisal techniques. Training opportunities 
were provided by NHS programs for new Task Force 
staff to observe NIIS operations in detail, and each 


5. 
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new staff member also participates in 
workshops at various stages of ongoing 
developmental programs. 


MANAGEMENT INFORMATION SYSTEM: A management 
information system was introduced in June whereby each 
NHS program will report its activities on a quarterly basis, 
providing an ongoing summary of individual NHS activities 
and zggregates of various types of NHS activity. Of a total 
of 8 questions, 5 are internally generated and 3 are matters 
of public record. The questions are as follows: 


a. Number of new NHS clients who received technical 
assistance and/or counseling. 


b. Number of NHS clients' properties upon which work 
was started. 


Number of NHS clients' properties upon which work 
was completed. 


The number of NHS clients' properties upon which 
loans were made from the NHS revolving loan fund. 


The dollar amount of the loans. 


The numbcr of NHS clients' properties upon which 
financial institutions made loans. 


The dollar amount of the loans. 


The number of housing inspections in the NHS 
program area. 


The number of properties in the NHS program area 
on which code violations were abated. 


Major health and safety factors: 
All violations cleared: 


The number of building permits issued in the NHS 
program area. 


Beginning with the second quarter questions on mortgages 
recorded will be added to the requested information. 


The Management Information System will be expanded in 
future quarters to include NHS and NPP programs in de- 
velopment, and Neighborhood Housing Services of America's 
loan purchase program. 
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6. HUD pROGRESS ASSESSMENT: Participated with HUD 
staff in Selection of contractor to conduct progress 
assessment of Urban Reinvestment Task Force and 
selected NHS programs. 


7. HUD LIAISON: Participatedsvith HUD's Program Develop- 
ment and Research staff in: 


a. Neighborhood Preservation Working Group; 
b. Design of Urban Homesteading Experiment; 


HUD-Real Estate Research Corporation; 
Workshops (10 cities) 


Pre-purchase package review; 


Review Committee, Joint Center for Urban 
Studies of MIT-Harvard Research Study and 


Neighborhood Evolution and Decline. 


Review Committee, Research Study on the 
role the real estate sector in the early 
stages of neighborhood decline. 


Selection Panel, Secretary's Innovative 
Neighborhood Preservation Projects. 


B. FINANCIAL REPORT 


1. 


BUDGET AND ACCOUNTING PERIOD: Staffing changes 
concommitment support costs, and other budgetary readjust- 
ment, made in light of our first year's experience, increased 
the Program Development and Support, Dissemination of In- 
formation, and Monitoring and Evaluation portions of the 
budget by $102, 000. 


Rather than balancing the overall budget by reducing the funds 
allocated for grants by this amount, we anticipated the 1976 
shift in the Federal Fiscal Year, and will change our account 
ing period on October 1. 1975. Since we have been operating 
on a calendar year, with a six month "lag'' between obligation 
of our HUD demonstration grant and its expenditure, this 
change in the accounting period can easily be accomplished. 
It will result in the current accounting period covering Jan- 
uary 1-September 30, 1975, and the next accounting period 
covering October 1, 1975-September 30, 1976. 


The net result during the current accounting period (January 
1-September 30, 1975) will be to permit the recommended 
adjustments, and to increase funds available for grants by 
$76, 000. 


AUDIT: The Federal Home Loan Bank Board conducted an 
audit of the accounts of the Urban Reinvestment Task Force 
for the period ended December 31, 1974. The audit report 
found all to be in good order. 


Attached is our quarterly financial statement for the quarter 
ending 6/30/75, prepared by the Fiscal Agent, Federal Home 
Loan Bank System. 


FEDERAL HOME LOAN BANK BOARD 


OF FICE OP FINANCE 


TO William A. Whiteside July 8, 1975 


FROM Marshal] Burkes 


SUBJECT: Urban Revinvestment Task Force Fund 
Expenditures for Quarter Ending June 30, 1975 


Balance of HUD Grant for 1974-1975 
as of April 1, 1975 $454,561.75 V/ 
Deposited 4/1-6/30/75 893.34 
Interest Received on Federal Funds 
1/1-6/30/75 14,878.51 


Expenditures 4/1-6/30/75: 
Program Development and Support $159,244.09 
Dissemination of Information 25,054.91 
Research, Nonitoring & Evaluation 15,581.73 


$199,880.73 


Grants 
Deposited 4/1-6/30/75 


RHSA 

HHS (Committed) $180,000.00 $ 70,000.00 

NPP i 60,090.00 
$180,000.00 $130,000.00 


Balance - June 30, 1975 $140,452.87 
Locally Funded Programs 
Balance as of April 1, 1975 $ 35,945.51 
Deposited 4/1-6/30/75 82,244.40 
Interest received on Federal 
Fund Investments 1/1-6/30/75 2,809.33 
Expenditures 4/1-6/30/75 $ 91,534.93 
Balance - June 30, 1975 $ 29,464.31 
Urban Reinvestment Task Force Fund 
Balance as of June 30, 1975 $169,917.18 


1/ Balance reflects jnterest earned on Federal Fund Investrzncs in 1974 in amount 
of $19,067.38. Interest received YTD totals $33,945.89. This amount is being 
returned to Treasury in July and will be reflected on quarterly report ending 
9/30/75. 


C. STAFF REPORT 


PERSONNEL 


The following people have been hired: 


POSITION 


North Central 
Regional Coordinator 


Local Coordinator 
Buffalo 


Local Coordinator 
Bridgeport 


Secretary 
Atlanta 


Local Coordinator 
Nashville 


State Coordinator 
Texas 


Local Coordinator 
Phoenix 


Local Coordinator 
Albuquerque 


Assistant to Director for 


Finance & Personnel 


Local Coordinator 
St. Louis 


Secretary/Admin. Assist. 


PERSON 


Leonard Herring 
Donna Guillaume 
David Parish 

Monju Vora 

Deborah Edge 
Patrick Conroy 
Thomas Tang 
Jacqueline Francish 
H. Edward Guernsey 
Joan Machlis 


Margaret Kelly 


Northeast Regional Coordinator 


EOD DATE 


2/3/75 


3/6/75 


3/24/75 


3/25/75 


4/1/75 


4/28/75 


§/13/75 


5/18/75 


5/19/75 


5/19/75 


6/9/75 


D. OPERATIONS REPORT 


1. NHS DEVELOPMENT: During the past quarter our staff has grown 
in its professionalism and the NHS developmental/workshop process 
has been further refined. We feel our capacity to carry on an effec- 
tive, professional developmental program has been greatly expanded 
as evidenced by Task Force activities in the following cities: 


Chicago: The developmental program was completed in Chicago and 

a threé-neighborhood NHS is now in operation. A central NHS coordi- 
nator has been hired and three neighborhood directors have been hired. 
A $100, 000-Task Force grant to the High Risk Revolving Loan Fund is 
being processed. 


Cleveland: The final workshop was held and the NHS was incorpo- 
rated. Iwo neighborhoods were selected; a Director has been hired 
for the first neighborhood. A Task Force grant of $100, 000 to the 
High Risk Loan Fund is being processed. 


Atlanta: A first workshop was held and a site has been selected. 
Currently the committee and local program coordinator are working to 
develop support within the neighborhood. 


Minneapolis/St. Paul: The Federal Reserve Bank hosted a luncheon 
Tor commercial bankers to explain the NHS program. The first work- 
shop was heldandcommittce work is now proceding well. A two 
neighborhood program, involving two city governments is anticipated. 


Philadelphia: The workshop process was concluded and the Philadel- 
phia NHS incorporated. Two neighborhood sites have been selected. 


Nashville: A Lender's luncheon was co-sponsored by the Federal Re- 
Serve Bank of Atlanta and the Federal Home Loan Bank of Cincinnati. 
A local program coordinator was hired, workshops one and two were 
held, and a site was selected. 


Buffalo: A Lender's luncheon was hosted by the Federal Reserve 
Bank of New York, Buffalo Branch and co-sponsored by the Federal 
Home Loan Bank of New York. A local program coordinator was 
hired and a first workshop was held. The second workshop is antici- 
pated in July. 


Phoenix: The Task Torce hired 2 local program coordinator and con- 
ducted a first workshop. Commities are now actively working to- 
wards a second workshop and a Fall incorporation. 


Tampa: General Telephone Company hosted a Lender's luncheon co- 
Sponsored by the Federal Reserve Bank of Atlanta and the Federal 
Home Loan Bank of Atlanta. The Task Force hired a local program 
coordinator ana the first workshop was held. 


OPERATIONS REPORT (Cont'd) 


Bridgeport: A local program coordinator vas hired. The Federal 
Home Loan Bank of Boston sponsored a luncheon for Bridgeport 
lenders and the Administrator of National Banks joined in endorsing 
the NHS. A first workshop is scheduled. ( 


Albuquerque: The Federal Home Loan Bank of Little Rock and the 

Federal Reserve Bank of Kansas City co-sponsored a luncheon for 
Alt iquerque lenders. A local program coordinator has been hired 
an a first workshop is scheduled. 


St. Louis: The City contracted neighborhood study was completed 

and a Near-Southside neighborhood was selected. The Federal Home 
Loan Bank of Des Moines co-sponsored a lenders luncheon held at the 
Reserve Bank of St. Louis. A local program coordinator has been 
hired. 


NHS PROGRAM SUPPORT: The Task Force's capacity to provide on- 
going Support existing NHS programs has been greatly enhanced during 
the past quarter. A Training Committee was established to provide 
technical training for local NHS staff. The committee has produced 

a NHS Handbook which gives "nuts and bolts" suggestions to local NHS 
programs. A two-day workshop was held for NHS Directors and the 
Handbook was explained and distributed. In addition, the Training Corm- 
mittee will provide a mechanism for training new NHS Directors with 
direct experience in established programs as new programs come on 
stream. 


Under auspices of the Training Committee, an A praisers Workshop 
was developed. The Appraisers Workshop is designed to be conducted 
approximately six months after the final developmental workshop and 


is intended to acquaint line officers (loan offiicers and appraisers) in 
lending institutions with the NHS program. 


The Training Committee also is exploring ways to assist local NHS 
board members provide a high level of service tothe NHS. The 
Committee met with Robert Greenleaf, a consultant to many Board 
of Directors, to consider establishing a program to further instill 
a sense of "rusteeship'' in NHS Board members. 


A NHS Policy Committee comprised of experienced local NHS staff, 
board members, and Task Force staff has been set up to advise the 
Task Force staff on policy matters. The committee was instrumental 
in developing the NHS management information system. 


The Task Force continued to make speakers and the NHS film, Turnin 
Around, available to local programs requesting this sort of support, 


OPERATIONS REPORT (CONT'D) 


The following NUS programs received support from the Task Force 
during the past quarter: 


Washington, D.C.: An appraisers workshop was held in April. The 
new NHS [rector had the opportunity to see the Cincinnati NHS pro- 
gram firsthand as part of his initial staff training. 


Dallas: The Task Force joined with the Federal Reserve Bank of 
Dallas and the Federal Home Loan Bank of Little Rock in sponsoring a 
luncheon meeting for the Dallas NHS to deliver an annual report and 
progress review to Dallas lenders. In addition, the Task Force staff 
addressed the annual meeting of the Dallas NHS membership. 


Oakland: Task Force staff assisted the Oakland NHS in fund raising 
activities to provide a more reliable operating base. 


Baltimore: Task Force staff joined the Ford Foundation in a program 
review of the Baltimore NHS. 


Kansas City: An Appraisers Workshop was conducted by the Task Force. 


Plainfield: The Plainfield NHS received the first installment of a $65,000 
Task Force grant to the High Risk Loan Fund. 


Boston: The Task Force made a $100,000 grant to the Boston NHS, 
. STATE AGREEMENTS 


Texas: The Task Force signed an agreement with the State of Texas 
Department of Community Affairs to develop NHS programs in Texas. 
A State Coordinator was hired and a developmental agreement with 
Fort Worth was finalized. 


Michigan: Task Force staff met with the Chairman of the Michigan 
State Flousing Development Authority, his staff, and Board 
members of the Federal Home Loan Bank of Indianapolis to negotiate 
a state program for Michigan. 


New York: The Task Force is in the process of negotiating a state 
agreement. 


Ohio: The Task Force is in the process of negotiating a state 
agreement. 


Four Corners: Meetings were held with Federal Co-chairmen and 
the Governors! staffs of Colorado, Utah, New Mexico, and Arizona, 
to negotiate an agreement with th Four Corners Regional Commission. 


OPERATIONS REPORT (CONT'D) 


4. PROGRAMS UNDER CONSIDERATION: 


Racine: Finalized developmental agreement to be signed in 
July. ; 


New Orleans: Finalizing developmental agreement. 

Indianapolis: Finaliziiug developmental agreement. 

Birmingham: Finalizing developmental agreement. 

Dayton: Began work on developmental agreement. 

Inglewood, California: Reviewed application for NHS and NPP. 

LaHabra, California: Meeting with City Manager held in M- -ch. 

Tulsa; Field visit conducted. 

Salina, Kansas: Field visit conducted. 

New Jersey: Task Force staff reviewed applications from 
nglewood, Newark, Jersey City, and Trenton. It was decided 

fo begin work in Trenton, anda developmental agreement is 

being finalized. 


Rochester: A field visit was conducted and negotiations have 
begun on a developmental agreement. 


Ithaca: A field visit was conducted. A presentation to the 
City Council is anticipated in July. 


Detroit: Several field visits have been conducted. Negotiations 
on a developmental contract are in the early stages pending an 
agreement with the State of Michigan. 


DISSEMINATION OF INFORMATION: 


HUD Workshops: The Task Force made a presentation at HUD- 
sponsored Neighborhood Preservation Workshops in ten cities. 


Annual Report: The Task Force staff has been working on an 
_Bnnual report to be completed by this summer. 


NAHRO: The Task Force addressed the Midwest Conference of 
the National Association of Housing Rehabilitation Officials held 
in Omaha. 


U. S. Chamber of Commerce: The Task Force addressed the 
annual convention of the U. S. Chamber of Commerce held in 
Wash ngton, D. C. 


OPERATIONS REPORT (CONT'D) 


NBC/LEO: The Task Force addressed regional meetings of 
the National Black Caucus/Local Elected Officials in ten cities. 
The film, Turning Around, was shown at their gatherings. 


NUDSC Conference: The Task Force ran a workshop on NHS 
at the National Urban Development Services Corporation Con- 
ference on Neighborhood Commercial Revitalization. 


ASPO Conference: The Task Force addressed an international 
meeting of the American Society of Planning Officials in Vancover, 
British Columbia. 


Federal Home Loan Bank of New York: The Federal Home Loan 
Bank of New York hosted 2 meeting for lenders from New York 
and New Jersey cities whose city governments had expressed 
an interest in NHS. The Task Force made a presentation of 
the NHS program. 


Newsletter: A Task Force newsletter is being prepared. The 
first issue is anticipated in late August. 


NEIGHBORHOOD PRESERVATION PROJECTS: Press conferences 
were held in Berkeley, Hoboken and Greater Hartford, to announce 
Task Force NPP grants in those cities. 


The Task Force is undertaking to support following five programs 
with NPP grants: 


City of Berkeley, California, Housing Conservation Program: By 
focusing its conservation efforts in three neighborhoods through 
the provision of Municipal Services and public improvements, the 
support of private lenders for bankable loans, and the availability 
of high risk loans, the City of Berkeley will obtain information 
and experience necessary for expanding such conservation efforts 
to a city-wide program. 


Hoboken Multi-family Rehabilitation Project: The purpose of the 
Program is to provide below market-rate rehabilitation funds to 
owners of 6-10 multi-family units located in central Hoboken 
through a combination of private lending institutions and interest- 
reduction grants financed by public monies. An innovative 
Municipal Mortgage Insurance program to insure multi-family 
rehabilitation loans will also be tested. 


The Greater Hartford Process Commercial/ Revitalization Project: 
The Neighborhood Capital Action Program in Northwest Hartfor 

is designed to improve the appearance and consumer appeal of a 
four block central shopping area along Albany Avenue adjacent 


to a $3.2 million dollar shopping center site and an existing rehab- 
ilitation project. 
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Village of Oak Park, Dlinois: The Oak Park Conservation Program 
calls for a single-family and multi-family property maintenance 
program, intensive public safety and crime prevention programs, 

a Village-wide elementary school strategy, revitalization of the 
commercial strip, and an effort to increase the availability of con- 
ventional mortgage and home improvement financing. The Equity 
Assurance Proposal to insure homeowners equity developed by a 
group of lenders in Oak Park will also be tested by the Village. 

The neighborhood selected in Oak Park will be just west of the 
Austin NHS program in Chicago. 


The City of Yonkers, New York: The Multi-family Rehabilitation 
Program involves a partnership of property owner's, tenants, the 
City Building Department, and mortgagees to upgrade large apart- 
ment buildings in order to stabilize the surrounding neighborhood. 
In addition to a commitment of Community Development funds, the 
City has agreed to a tax abatement program to enable building 
owners to allocate additional revenue for property rehabilitation. 


NHSA: Task Force Staff participated in a meeting with Neigh- 
borhood Housing Services of America, a private, non-profit 
corporation set up to create a national loan pool to purchase loans 
from local NHS programs. The loan purchasing procedure was 
finalized and the Task Force is processing a $250, 000 grant to 
NHSA. : 


E. INDIVIDUAL PROJECT REPORT 


When the first Quarterly Activity Report from the NHS programs 
have been analyzed, a supplement to this quarterly repert will be 
prepared detailing the information. 


Sincerely, 


a William A. Whiteside 
CC: Task Force Members 

Dick Platt 

Federal Home Loan Bank Presidents 

Federal Reserve Bank Presidents 
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‘; David S. Cook, Assistant Secretary~ pare 8 AUG 1975 
Commissioner, 
: IN REPLY REFER TO: 


* 


Milton J. Francis, Single Family Underwriting Division, FTS 
Questions from Congressman St. Germain 


In reply to Acting Assistant Secretary-Commissioner 
deWilde's request for response to issues raised by 
Congressman St. Germain, I will discuss first what 
measures have been taken by Single Family Mortgage 
Credit and second, the measures. taken by Valuation 
to assure quality underwriting, loan origination and 
quality appraisal. 


Recently, we implemented a check of items on the individual 
credit reports, of funds listed on the deposit verification 
and of the job history and salary on the employment 
verifications. This back-up is béing performed by our 
field office mortgage credit staff and is teing done to 
determine whether or not the mortgage Jenders are 
‘submitting applicants that have been carefully analyzed 
or whether the credit review by the wortgagee is superficial 
in nature. : 


In our reviews, we continually urge the field office personnel 
to contact mortgagees in order to keeo the mortgagees 
-informed of our requirements and make sure thcy ere + 
- following outstanding instructions. We have no formel 
direction on this procedure as yet so there is no measure 
of the effectiveness in this area.- 


_ We have advised the’ mortgage lenders in a universal letter, 
that we will expect them to perform an underwriting function 
and we will take whatever action is necessary to insure 
compliance with our outstanding instructions. 


These measures must be evaluated before we can determine 
their effectiveness and whether cr not we should continue 
the present method of monitoring. 


. 
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Beginning in 1972 underwriting guidelines were further 
refined to assure quality processing. 


Prior to 1972 FHA had no guidelines concerning the acceptable 
relationship between an applicant mortgagor's income and 
total housing expense plus other obligations. In 1972 

we established a guideline which stated that the buyer's 
monthly housing expense should not exceed 35% of the 

income after taxes and that the total obligations should 
not exceed 50% of net income. In all cases where the 
guidelines are exceeded and a commitment recommended, 

the processing must be reviewed and approved by the 

Chief of the Hortgage Credit Branch before the commitment 
can be issued. From 1966 to 1972 FHA had relaxed credit 
“standards ignoring, in many instances, flagrant credit 
abuses on the part of potential homebuyers. In 1972 

credit standards were strengthened to require that every 
applicant have an acceptable credit record.. Also where 

the applicant had experienced credit problems in the 

past, the most recent credit history (not less than a year) 
must show that applicant has met all obligations ina 
satisfactory manner. ee 


During 1973 and 1974 procedures were instituted to assure 
the best quality credit reports. The procedure’ requires 
that field offices back-up credit sources of known 
reliability on al in 10 basis. Credit sources of unknown 
reliability must be backed up on a1 to 1 basis. 


Continued failure on the part of a contract source bureau 
to perform in accordance with contract specifications 
results in contract default. 


Prior to 1972 many changes had occurred due to problems in 
the various field offices. A brief rundown of these aia ois 
relative to valuation ices on: include: 


Circular FHA 400. 26, dated Hay 19, 1969 - This 
circular was issued to eliminate confusion in field 
offices with reference to Section 223(e). 


Circular FHA 4441.24, dated Julv 31, 1970 ~- Prior to 
the above date FHA had. pursued . liberalized 

appraisal policy designed to increase our insurance 
of existing dwellings. ‘This circular redefined and 
reftcrated anpraisal policies applying to existing 
properties -and set in motion the necessary steps tu 
effect any correction of a wost undesirable situation. 


\ 


$39 


In stressing this policy, it was not our 
intention that this be. done in such a way that 
FHA could not be active in blighted areas. 


We analyzed foreclosures to determine why low-income 
people were losing their properties in the city of 
Detroit. ’ : ‘ 


Notice HPMC-FHA 7-103, dated December 11, 1970 - This 
Notice required the establishment of a training 
program for the appraisal of existing dwellings. It 
instructed Chief Appraisers to immediately undertake 
training programs on this subject. 


Circular HPMC-FHA 4441.27, dated December 15, 1970 - 

in order to improve the quality of appraisals under 
Section 235 this Circular instructed all offices to 
eliminate Section 235 sales data from our data print 
outs issued by the appraisers. It also required | 
that at least one of the three comparables used by the | 
appraiser in the market approach to value be a conventio# 
that is, non-FHA or. VA sale. : 
Circular HPMC-FHA 4035.6, dated December 23, 1970 - 

This Circular required intensification of field review 

in problem areas. In order to accomplish this review 

in a proper manner the Chief Appraiser was required to | 
delineate and identify all inner-city transitional | 
and problem areas where there is evidence of substantial 
speculator activity. : i 


Circular HPMC-FHA 4035.7, dated December 30, 1970 - 
This Circular instituted criteria for acceptance of 
mortgagee certifications regarding repair requirements 
on home mortgage cases; to standardize and clarify 
certifications relating to structural and mechancial 
equipment. 


Memo dated January 7, 1971 - Meeting in Area and 
Insuring Offices. This memorandum instructed all RA's 
to require Area and Insuring Office Directors to 
conduct one day meetings to. be attended by all 

single family staffs and supervisory appraisers and 
all fee appraisers on the active roster. Attendance 
was mandatory. The subject of this training was the 
importance of quality appraisals and inspections and 
the obligations of ficld office staffs toward the 


purchasing puulic. 


‘s 


Circular HPNC-FHA 4035.8 Chg. 1, dated March 4, 1971 - 
Because of the increasing number of applications being 
received involving inner-city and other problem areas 
dominated by speculators, it became necessary to 
provide additional instructions to the offices for 
processing in these delineated areas. ‘ 


Notice HPMC-FHA 71-20, dated April 21, 1971 - This 
Notice to all Area and Insuring Offices indicated 

that we had obtained information that many schedules 
being used for heating and utilities, maintenance 

and repairs, taxes and insurances, did not realistically 
reflect the dollar amount needed to cover these expenses 
All .offices were required to review these estimates 

and to furnish a copy of revised schedules with backup 
material used to justify the dollar amounts to the 
Appraisal and Nortgage Risk Division within 45 days 

of the date of the Notice. = 


Circular HPMC-FHA 4005.16, dated May 14, 1971 - 

This circular provided current policy guidance in the 
appropriate use of Section 223(e). It advised the 
offices that the property must be free of hazards, 
noxious odors, grossly offensive sights or excessive 
noises which could endanger the physical improvements, 
affect the livability or marketability of the property 
or the health and safety of the occupants. It also 
directed that a Property must comply with the code 

in all code enforsement areas, and provide sufficient 
future economic life for insurance of a long term 
mortgage. 


During 1972 and in subsequent years additional changes to 
Promote quality processing were made along with the 
refinement of some of the previous changes. A brief 
description of each is as follows: 


Circular HPHC-FHA 4035.7A dated January 27, 1972 
This circular provides criteria for the acceptance 
of mortgagees certification of repair work of items 
of a minor and uncomplicated nature. 


Circular HPNC-FHA 4005.18 dated February 8, 1972 - 

This circular was the original of the "quality" circular 
issued by the Department. This circular was utilized 

in obtaining quality processitey on all field offices, 
Tint: saving Procedures ‘imnlemented hy field offices 

to the detriment of quality underwriting was Pid 
specificaily prohibited. ‘uch issues as responsibility 
for quality processing, use of modified cost procedurc,. 
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condition sheets, periodic revision of maintenance and 
repair schedules, handling of complaints, commitment 
extension procedure, capitalized income approach to valu 
procedure for scheduling adequate field reviews, and 
method of review.of mortgagor complaints were addressed 
in this issuance. 


Of special interest in this list is use of the Modified 
Cost Approach which establishes a procedure enabling 
the Department to eliminate exorbitant profits being 
made by speculators at the expense of participants 

in the insurance programs. 


Circular HPMC-FHA 4005.20 dated March 31, 1972 - This 
circular amended previous instructions relative to 

the Modified Cost Procedure for use on speculator 
owned properties. It required a certification by the 
lender that all parties to the transaction were the 
same at the time of firm application as those involved 
at the time of conditional commitment. The use of 
sales where the value was limited by the Modified Cost 
Approach were eliminated from the data system. 


Circular HPHC-FHA 4005.18A dated June 12, 1972 - This 
circular amended the original "quality" circular 
relative to the procedure for processing extensions of 
commitment. The original had required field review 

of all extensions,. while this change allowed extensions 
without field review in four specific circumstances. 


Circular HPMC-FHA 4005.18B dated August 18, 1972 - 
This was the last modifcation of the "quality" 
circular and deleted reference to the Modified Cost 
Procedure. This procedure had been issued in a 
previous circular which addressed only the subject 
of modified cost. 


Circular HPHC-FHA 4035.7B dated August 29, 1972 - This 
circular amends Circular 4035.7A by providing a format 
for the Department to pay for contractor certifications 
of mechanical systems, outlines under what circumstances 
certifications should be required, and provides for 

a minimum amount of review of such certifications. 


Circular WPMC-FHA 4005.20 revised rated February 13, 
1973. - A revision to the thdified Cost Procedure 

was instituted to facililtece more efficient processing 
while maintaining ltechnicas control. 
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All of the forementioned changes and modifications were 
formally placed into HUD Handbook 4150.1, Valuation Analysis 
for Home Mortgage Insuranoc in April of 1973. This 

handbook constitutes the basic guide used by all of the 
appraisal staffs. Since that time alterations and additions 
have been made to improve our processing. Examples of these 
include: . 


Notice HPNC-FHA 73-32 - This required a code compliance 
inspeetion on all existing dwellings insured under 
Section 221(d)(2). 


Change #3 to HUD Handbook 4150.1 dated May 31, 1974 - 
This change established an alternate procedure to 

the modified cost procedure for use in areas where 
vandalism is a problem to non-occupant owners. 


Change #5 to HUD Handbook 4150.1 dated July 11, 1974 - 
This change eliminated the use of cursory review 

and set a full desk review as the norm for all 
appraisals. The method of withdrawing the delegation 
of authority from commitment appraisers where a 
pattern of deficient appraisals is apparent was 
established. The minimum amount of field review 
required on all appraisers was increased to 10 percent. 


Change #6 of HUD Handbook 4150.1 dated October 30, 1974 - 
The changes include: 


i. The proper use of time adjustments when 


. Making existing construction appraisals. 
2. Improved procedure for obtaining sales data 
for appraisals of proposed construction 
. dwellings in new subdivisions. 
3. An improved method of recording sales data so 
_ the necessary data is more timely and current 
allowing for the best possible appraisal. 
Instructions for reporting of soft market 
conditions as observed by valuation personnel 
processing in the field. 
Instructions on appraising where refunds or 
rebates are offered s» the utmost in 
protection of the con:umer is offered. 


Change #7 of HUD Handbook 4150.1 dated November ll, 
1974, implements a new procédure which facilitates 
the processing of applications in rural areas and 
small communities. : 


Change #9 of HUD Handbook 4150.1 dated June 25, 1975, 
includes: 


1. The procedure to be used when requiring repairs 


needed for thermal protection in existing dwellings. 

2. Mortgagees no longer are allowed to furnish 
evidence that mechanical systems properly operate 
but a reinspection is required after the utilities 
are put into service. : 
Instructions permitting the appraiser to. make 
compliance inspections on minor structural repairs 
on existing dwellings in certain circumstances. 
Clarification of instructions for the processing 
of amenity income properties to attain consistency 
in all locales and situations. 

5. ‘Strengthening of instructions relative to the 
appraisal of Federal Employees Rental Quarters. 


Until recently field office reviews were conducted on 

an ongoing basis by headquarters technical personnel 

in order to monitor the quality of processing being 
completed in the various field offices. This function 
4s now being completed by regional personnel and their 
reports are monitored at the Central Office level. As 
discrepancies with outstanding. instructions are noted the 
necessary changes are required. The HPMC staff is 
constantly searching for new or improved methods to 
facilitate a greater degree.of quality in our processing 
and service to the consumer. 


Director 
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: Regional Administrators, Assistant Regional Administrators for 
T0 Housing Management, Area and Insuring Office Directors, Housing 
Management Division Directors 


SUBIECT: assistance to Mortgagors in Default - Assumption of 
Mortgages 


HM Mortgagee Letter 75-4 reiterated the relief measures which 
mortgagees can extend to mortgagors temporarily unable to make their 
mortgage payments due to circumstances beyond their control. The 
Secretary is also authorized to accept assignment of defaulted 
mortgages to prevent foreclosure. In same situations, though, it is 
obvious that neither relief extended by the mortgagee nor assignment 
of the mortgage can prevent foreclosure of the mortgage. For one 
reason or another, it may become apparent that the mortgagor lacks 
either the capacity or the will to meet the mortgage obligation. 
Foreclosure can sometimes be avoided even in these extreme cases, and 
HUD should do everything possible to assist the mortgagors. 


While the voluntary conveyance of title to the mortgagee (or directly 

to the Secretary) removes the stigma of foreclosure, the mo 

still loses any investment he may have had in the property, the mortgagee 
loses'a servicing account and investment and probably bears some costs, 
and HUD pays a claim for mortgage insurance benefits and suffers an 
additional loss in the repair and resale of the property. All parties 
benefit if the mortyagor is able to sell the property, either toa 
party who pays the mortgage in full or who assumes the mortgage 
Obligation, probably but not necessarily accompanied by bringing the 
account current. HUD should, therefore, actively support arrangements 
which serve to enhance the ease with which distressed mortgagors can sell 
their properties. 


The details of any program by which HUD provides assistance must be 
dictated by local conditions. Field Office Directors are, however, 
encouraged to develop such programs to the greatest extent feasible. 
Whenever possible, they should appoint the Housing Counselor or Hovsing 
Management Representative (or same other appropriate staff person) to 
work with HUD-approved counseling agencies. The Housing Counselor or 


HM:DISTRIBUTION: W-1, W-c, W-3, W-3-1, W-l, R-1, R-2, R-3, R-3-1(HM) 
R-3-2, nl, R-h-1, R-l)-2, ie, os, R-5-2 


NOTICE HM 75-29(HUD 


Housing Management Representative can be expected to explain the 
program of assumption of mortgages to the HUD-approved counseling 
agencies which in turn will be able to provide HUD with names of 
eligible assumptors or purchasers. Where experienced Housing Counselors 
or Housing Management Representatives are allowed to work closely with 
counseling agencies, te agencies are more lixely to cooperate with 

HUD in such an endeavor. 


It is suggested that the local mortgage and real estate industry 
organizations be solicited for suggestions and that the maximum 
cooperation of such groups be utilized. 


Where Section 235 mortgages are involved, Directors should arrange 
for preliminary screening of potential purchasers to determine their 
probable eligibility for assistance if they should assume an eligible 
mortgage. 


Mortgagees should be encouraged to accept reinstatement of defaulted 
accounts by assumptors on reasonable terms whenever it appears that 
the buyer's inability to cure a substantial default in a lump sum is 
the only hindrance to what appears otherwise to be a sound assumption 
transaction. In addition, real estate agents should be encouraged 
to accept reduced commissions, thus reducing the buyer's acquisition 
cost, when the buyer and seller have been brought together, even in 
part, by the cooperative effort of HUD and participating mortgagees. 


Directors who establish such programs are requested to inform the 
Director, Single Family Housing Division, Office of Loan Management, 

HM, of the details of their programs and to provide him with evaluations 
of their success or failure. 


Assistant Secretary 
for Housing Management 


Estimated United States Housing Needs to 1980 


Introduction 


This report is submitted in response to a request by the Chairman, 


Committee on Banking, Housing and Urban Affairs, United States Senate, 


for a review of current demographic and housing inventory data for 

the purpose of pdating estimates of national housing needs end making 

"a revised goals estimate to carry (the nation) through 1978 and 1980." 
The estimates are to provide a separate breakdown for mobile homes and 
for conventional homes, be consistent with the statutory objectives of 

the national housing policy, and employ the wealth of data which have 
become available since the last official determination of national housing 


needs in 1968. 


Previous Estiiates of National Housing Needs 

The 1965 estimates of national housing needs were developed in 
various analyses prepared by the Department of Housing end Urban Develop- 
ment, the President's Committee on Urban Housing (Kaiser Committee), 
the National Cormission on Urban Problenas (Douglas Commission) and various 
research consultants working for these agencies. Their analyses supported 
the enactment of section XVI of the Housing and Urban Development Act of 
1968, which declared that the national housing goal of "a decent home 


and a suitable living environment for every American family", established 
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by the Housing Act of 1919, covld he "substantially achieved" if the 
nation were to construct or rehabilitate twenty-six million housing units 
within the next decade (to June 30, 1978). Of these new or rehabilitated 
units, 6 million were to be for low and moderate income families. The 
construction and rehabilitation were expected to result in "the elimination 
of all substandard housing." 

The first Annual Message of the President of the United States on 


the National Housing Goal in 1969 set forth an annual production schedule 


to meet the target of approximately 26 million units; the target included 


2);.5 million newly constructed units over the decade and 2.0 million 
publicly-subsidized rehabilitations of existing units. The Report also 
estimated that perhaps as many as 1.7 million existing units might 

be rehabilitated by private means. At that time there existed no knowm 
way to measur: the volume or quality of private rehabilitation efforts, 

so the estimated additional production of satisfactory units from 
existing unsatisfactory units by p-ivate rehabilitation efforts was not 
included in the overall production targets. Achievements of target levels 
cannot be observed if means of measurement are not available, so it was 


pointless to include private rehabilitations in the targets. 


The Second Annual Message of the President transmitting the Report 


on the National Housing Goal in 1970, re-examined the estimates of national 


housing needs, and established new production targets of 25.5 million 

newly constructed units and 1.0 million publicly-subsidized, rehabilitated 
units. Again private rehabilitation was passed over due to the impossibility 
of measurement. 

In the wake of the Second Annual Report on the National Housing Goal, 
various other analyses of national housing needs were attempted. These 
resulted in widely varying estimates of need, ranging from less than 
22 million newly constructed units over a decade to over 29 million units. 
Covering approximately the same time period, the estimates differed in 
assumptions about the rate of growth in households and other accepted 
components of basic construction need, and in assumptions about losses, 
replacements and social needs in regard to the inadequate housing stock 
occupied by American households. (A bibliography describing these ant 
earlier efforts is attached, together with a chart showing sivtereases: 
in the needs components of each.) The wide variances among these estimates 
illustrate the uncertainties associated with such analytic projections. 

Given the production schedule set forth in the Second Annual Report, 
housing production has at various times been ahead, and behind, schedule 
in meeting the national production target. The following table compares 
new Sanentional housing starts and new mobile home shipments with the 


production schedule of the Second Report (in thousands of units). 
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Fiscal Anmal Cumulative Annual Cumulative 
Year Target Target Production Production 


1969 1,958.0 1,958.0 1,967.7 1,967.7 
1970 1,800.0 3,758.0 1,762.0 3,729.7 
1971 1,980.0 5,738.0 2, 234-6 5,96.3 
1972 2,255.0 1,993.0 2,825.7 8,790.0 
1973 2,550.0  10,5)43.0 2,933.4 21,723-4 
197 2,800.0 13,343.0 2,164.5 13,887.9 


1975 2,950.0 ~~ 16,293.0 1,323.3 15,211.2 


Subsidized rehabilitation is not shown on the table because reha~ 
bilitation is a difficult concept to define, even in public progvams. 
Rehabilitation expenditures per voit have ranged from relatively small 
amounts under the Sections115 (Housing Act of 1949) and 312 (Housing Act 
of 1964) rehabilitation loan and grant programs in urban renew2l areas to 
much larger amounts within the total loans insured under Sections 221 
and 236 of the National Housing Act. ‘There has been no private analog 
to the term rehabilitation; rather such phrases a3 "modernization", 
“"yepairs and alterations", "additions", or "property improvements", 
have been used. 

Rehabilitation has been defined as the moving of a housing unit from 
a “substandard” to a "standard" status. This could involve the mere addition 
of a bathroom so that the unit no longer lacked plumbing facilities. 


Upgrading a unit from "@ilapidated" to “not dilapidated" could involve 


very different types of activities. The term "dilapidation" is now considered 
obsolete, ard date. on the mumber of dilapidated units are no longer 
available from the originators of the term, the decennial Census of 
Housing. 

Rehabilitation has also been defined as the change in a housing 
unit's status from not meeting local housing codes to meeting local codes. 
Although valid locally, the wide variation in local codes have made it 
almost impossible to define on a national basis and to collect data in 
a statistically meaningful fashion. Ths no national private data have 
been available to date. The publicly subsidized rehabilitation data 
which ere available have been valid within the meaning assigned by each 
program. However, because rehabilitation has not lent itself to major 
production efforts, each unit requiring specialized work, publicly 
assisted rehab has not been highly productive. Only about 275,000 units 
have been rehabilitated in 7 years, with less than 50,000 occurring e the 
years of greatest effort. 

Rehabilitation is an ideal concept which should be encouraged, but 
it may not be possible to measure progress in rehabilitation. Data from 
the Bureau of the Census Survey of Residential Alterations and Repairs 


are being examined to determine if it would be possible to obtain indicators 


of housing rehabilitation activity, perhaps in conjunction with the 


Annual Housing Survey. If so, this subject may be more amenable to 


measurement and estimates of progress in the future. 
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The Second Annual Housing Goal Report recognized the role of mobile 
homes in ‘the inventory by specifically incorporating inate from mobile 
home stock as a housing need, and by istcluding mobile home production in 
the revised production schedule New mobile home production could therefore 
either replace lost mobile homes or could meet other housing needs. 
The inclusion of mobile homes in the analysis mirrored the fact that a 
growing number of American households were being housed by mobile homes, 


as emmmerated by the Bureau of the Census in every decennial census from 


1940 to 1970. The growing mobile home industry, with an increasing 


volume of sales and an expanding market demand resulting in a burgeoning 
population housed by mobile home units, had to be accounted for in national 
housing production statistics. Rejection of mobile home production 
would have implied a national objective of phasing out mobile homes and 
rehousing the growing mobile home population in conventional units. 

Such an objective would have ignored the market preferences expressed _ 
by mobile home occupants and would have diverted resources from providing 
adequate housing for families in unsatisfactory housing, whether of 
conventional or of mobile construction. Rather than attempt market 
intervention on this scale, mobile homes were specifically incorporated 
in the analysis of the Second Annual Report, and are incorporated here, 
also. 
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Comments on the Wisdom of Setting a National Production Target 


It is a simple matter to convert estimates of national housing need 
over a given period to estimates of need on an annual basis. Anmal - 
needs estimtes can then be compared with housing starts and mobile home 
shipments to determine whether production is ehead or behind schedule 
to eventually meet housing needs through the completion and occupancy of 
the units. It is assumed that if a housing unit is built a need is met. 

Although it is a simple matter to devise annual needs estimates, pro- 
duction of completed housing units is not such a simple matter in our 


Unpredictable crises and the 


large nation with its complex economy. 
emergence of other competing needs can delay the attainment of a production 
schedule, no matter how tenaciously it is pursued. 


Furthermore, mere production of housing units does noi ipso facto 


assure attainment of the national housing goal, and slavish adherence to 


a housing production policy may cause distortions elsewhere in the 


economy which may ultimately impede attainment of the goal. The desirability 
of setting rigid mumerical v»iectives spanning a relatively long time 
period has been questioned on several grounds. 


First, setting such numerical objectives for one sector, 


housing, independently of othe: sectors tends to oversimplify the difficulty 


of channeling our limited national resources into the target sector. 


There are many nationai needs in addition to housing, and the 


8 
problems and interests associated with these must be weighed frequently 
in order to establish priorities in the allocation of resources. As 
urgent, sometimes unforeseen needs arise in one sector of the economy, 
important goals in other sectors may need to be reevaluated and adjusted 
to allow for a shift in priorities. A contributing factor to this 
problem is the extreme aifficulty encountered in attempting to anticipate 


economic developments far in advance. As the economy faces unexpected 


problems such as the energy crisis, double-digit inflation, and high 


unemployment, it becomes increasingly difficult to pursue nunerical 
objectives set under entirely different economic circumstances. In fact, 
the pursuit of mumerical objectives in one sector can lead to policies 
which are disruptive and which intensify problems in other sectors. 

A second consideration in evaluating the pursuit of rigid numerical 
production objectives is that even if aggregate housing targets can be 
achieved without causing adverse repercussions elsewhere in the economy, 
there is no guarantee that the additional housing will reach those who 
need it most, that is, those currently housed in inadequate units. Rather, 
the increased production may be overly concentrated in areas where 
sufficient adequate housing already exists and may simply represent an 
upgrading of the area's housing. Or the production may go into second 
homes for households already well-housed, or in other ways not result 


in any benefits for those with inadequate housing. 
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Emphasis on meeting mumerical production targets alone does not 


fully address the problem of how the housing stock is distributed among 


various income groups. Low-income households face two possible problems. 
First, many occupy housing which is physically inadequate. Second, 

in many cases, even though the housing itself is physically decent, 

the low-income occupant must contribute such a large proportion of 
household income tc housing-related expenses that other necessary goods 
and services tecome unaffordable. Or the household can reduce housing-— 
related expenses by moving into a less expensive, smaller, but still 
physically decent housing unit, exchanging excessive housing cost 
burdens for a condition of overcrowding. In either event, the problem 
is not one of adequate housing; it is an "income" problem rather than 
a “housing” problem, and it may not be most efficiently solved by the 


production of nore housing units. 


Current Estimates of National Housing Needs 

Given the reservations expressed above about the wisdom of setting 
specific estimates of housing production need, and in view of the variations 
in estimates which are possible among enalysts, the figures presented here 
in response to the Congressional request reflect a range of possible 
housing needs. The estimates are primarily based on varying projections 
by the Bureau of the Census of future household formations. Each projection 
of household formation, and the resulting housing stock adjustments 
associated with it, are merely expressions of possible future outcomes. 
No precision should be expected of any set of mumtcrs because all projections 


can be influenced by unpredictable future events. 


Also, in considering these projections, it mst be recognized 

that esther household formation, nor inventory losses (another basic 
component of need), are independent of the housing supply. Although 
these components may represent a basic need for.a suppl) of housing, they 
are also influenced by the supply of housing. A restricted supply of 
new housing may discourage new household formation and encourage salvage 
and retention of the existing stock. Thus both household formations, 

and losses requiring replacements, may be reduced if new construction 


is reduced. 


Te estimates of housing need, based on four projected series of 


household formation, are as follows. 


Tentative Estimates of Basic Construction Need, 1975 to 1980* 
(thousands of units) 


Series A Series B Series C Series K 

"Net Additional Household Formation 8,18) 7,672 6,645 6,132 
‘Pamily Households 5,097 5,023 4,879 1,808 
Primary Individuals Households 3,087 2,649 1,766 1,32h 
Vacancy Adjustments 706 653 SO Soo 
Replacement of Inventory Losses 2,966 2,963 2,956 2,952 
11,856 11, 288 10,150 9, 58h 

Anmial Average 2,370 2,260 2,050 1,920 

*#Average annual basic construction needs t:: 1978 are not significantly 
aifferent from those needs to 1980, and so are not shown separately 
here. 


The derivation of each of these components is described in the 


following pages. 


Household Formations 

The household formations are from the Bureau of the Census report, 
"Projections of the Number of Households and Families: 1975 to 1990", 1 
published as Current Population Report P-25, Number 607. Four series 
are shown: Series A, a high projection, Series B,a medium projection, 
and Series C, a low projection. In addition a special projection, 
Series K, is include . Series B is considered a main trend series, 


and is mich higher than past main trend projections because it is based 


on the increasingly rapid growth of primary individual households of the 


last few years and the slower than expected growth of family households. 
Series B is based on the increasing rate of headship formation experienced 
from 1960 to 1974. A least squares equation was fitted to this past 
experience, and the ascending curve was projected into the future. 

Series A and C are weighted averages of the Series B projection and the 
headship formation rates experienced in 197. Series C assigns a weight 
of 1/3 to Series B and 2/3 to the 197) observations, resulting in a slower 
vate of increase (about 2/3 less) than obtained by Series B alone. Series A 
assigns a weight of 1/3 to the Series B projection and a negative 1/3 to 
the 197 observations, resulting in a faster rate of increase (about 

1/3 more) than Series B. Series K uses only the 197 observed proportions 
ef headship formation rates among the population components, and holds 
these constant against population change. Thus Series K is a simple 
projection of 197, experience, varied only by increasing population, and 
the other series reflect various rates of acceleration away from family 


households and secondary individuals and toward primary individual households. 


. 
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The components of the various series for 1975 and 1980, and the resulting 


changes and differences are shown below. 


Series A Series B Series C Series K Difference 


1975 ; 

Total Households 71,769 71,68) 71,514 71,428 
Husband-Wife 47,783 47,78 47,785 47,786 
Other Family 8, 337 8,310 8, 297 
Primary Individuals 15,563 15,119 15,345 


1980 
Total Households 79,356 78,159 77,560 
Husband Wife 51,825 51,86) 51,885 
Other Fanily : 9,319 9,110 9,006 
Primary Individuals 16,212. 17,185 16,669 


_ Change 
1975-1980 
fotal Households 6,645 6,132 
Husband-Wife i 4,079 4,099 
Other Fanily 800 709 
Primary Individuals 1,766 1,324 
Percent Increase 
1975-1980 
Total Households 
Husband-Wife 
Other Family 
Primary Individ 
The greatest difference among the series is the rate at which house- 
holds composed of primary individuals are being formed. They have recently 
been formed at a rate approximating Series B, so that past projecticns of 
household formations have erred on the low side. That high rate of 
primary individual household formation may have been due to economic 
affluence and high housing production in the early Seventies; the increase 
in the rate seems to have moderated in 197). Series A is undoubtedly too 


high for present conditions, and one of the lower scries may better represent 


current conditions. 
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From another viewpoint, the rate to use may not be the rate which 
results from the greatest possible housing production, and which therefore 
implies a need for more production. At the highest rate, Series A, 

nd-wife households grow more slowly than at any other slower overall 
rates, while other families (other male head, other female head) grow 
somewhat faster at higher series than at lower series. However, it is 
the rate of growth of primery individuals households which is most sensitive 
to the series used. In the household increases from 1975 to 1980 in the 
four series, 85.9 percent of the difference between the high and low 
series is due to primary individuals. Over 350,000 more primary individual 
households are formed each year, demanding that many additional housing 
units, in the high series than in Series *, the constant rate Series. 
The difference between Series A end Series C is over 260,000 such house- 
holds per year. Based on experience from 1970 to 197, many of these 
additional primary individual households would be elderly persons, but a large 
Proportion are young people unier age 35, coming out of group quarters 
(college dormitories, or the military) or as secondary individuals coming 
out of primary individual households, or leaving home and parents to 
set up independent housekeeping. This may be an expression of individual 
freedom and independence, reflecting the affluence of our society as well 
as changing folkways and life styles. However, it is questionable whether 
there cught to be a nationa_ housing policy which explicitly encourages this 
in light of other pressing demands upon the nation's Limited resources. At the 


very least, one might question whether Series A, or even Series B, should 


become the basis for minimum estimates of national housing construction 


needs even if these Series have a strong lfkelihood of eccurring. 


1h 
The effects of the increase in primary individual households can be 
geen upon secondary individuals (in thousands of individuals): 


Difference 
Series A Series B Series C Series K A-K 


3,411 
Ls? > 

1,470 
1980 Secondary Individuals 3,130 >, 266 5 3,698 


Male 1,980 2,010 2,11) 
Femaie 1,150 1,256 1,58) 


1975 Secondary Individuals 2,316 3,339 
Male 1 ’ ST % ’ 923 
Female 1,399 1,416 


Wits & 
mus 


Change 1975-1980 
Secondary Individuals -186 - 73 287 
Male 63 77 173 
Female -2h9 ~-160 114 
Male secondary individuals grow by about 63,000 persons over the 
S years in Series A, while growing by 173,000 under Series K. Female 
secon? r individual are affected mich more, and actually decline by 29,000 
under Series A, vhile growing by 114,900 under Series K. Thus between 
1975 and 1980 the difference between Series A and Series K would mean 
473,000 fewer secondary individuals under the high series than under the 


constant series. Not all secondary individuals become primary individuals, 


but the high series represents a greatly increased demand for additional housing 


units resulting from a decrease in shared living accomodations and an 


increase in independent living arrangements. It is doubtful whether life- 


style shifts of this sort are encompassed in the national goal of “a decent 


home and a suitable living environment for every American family." These 


personal preferences should not require explicit encouragement as an objective of 


national housing policy. 


Under the four household projection series, estimates have been made 
of the probable terure of the households by type. 


__Series A Series B _. Series C ___ Series K 
Renter 2 Ren : Owner Renter _Owner Rente: 
1975 
Total Occupied Units 45 46,477 25,037 46,441 24,98 
Husband-Wife 1 ! 35,839 11,946 35,840 11,9) 
Other Family : 6 Bet62) (bsthG begse' hii ks 
Primary Individuals 5 6,476 8,943 6,445 8,900 


1980 
Total Occupied Units a2 51,610 51,345 26,814 51,091 26,L€s 
Husband-Wife 39, 387 38 39,417 12,447 39,433 12,40¢ 
Other Fanily é 4,555 4,816 4,710 4,400 4,657 
Primary Individual 12,23 THOT 7218 69,967 7,001 


Change 
1975-1980 
Total Cccupied Units 3,038 2,611 ,868 T h,650 
Husband-Wife 5 187 H92 | 3,578 39593 
Other Family ; 386 3h1 S48 Sol 
Primary Inéividuals p 2,165 ; 2,778 The 556 
Husband-Wife Families have the greatest propensities for homeownership, 
and thus account for most of the demand for owner units. Primary individuals 
have tended toward rental accomodations; this preference has remained 


virtually unchanged from 1960 through 1974, except for a slight shift toward 


rental units at higher rates of primary individual household formation. 


Se ne ee ee 


Vacancy Adjustments 

The need for additional units to maintain a reasonable vacancy rate 
was derived by examining the numbers of vacent units which existed in tne 
past, establishing the level of normal vacancies and selecting the 
resulting vacancy rates, and projecting the number of units needed to 
maintain the selected rates. 

Data on vacant units are draw from Current Housing Report Series H-111, 
"Housing Vacancies", published by the Bureau of the Census. This series 
was selected over decennial census estimates because it is the most 
current series and because it is consistent with Annual Housing Survey 
results, which are ratio-estimated into the H-111 distributions. 

The i table shows the numbers of vacant units, by category, 
in 1960, 1965, 1970, and 1975, devived from tre H-111 series and the 
household estimates of the Bureau of the Census Current Population 
Reports. 


Numbers of Vacant Units for Selected Years 
in thousands of units 


1960 1965 1970 

Year Round Vacant 4,346 4,877 4,380 

For rent 1,761 1,861. 1,32 

oz sale 4,70 513 417 

Reated or sold 234 321 417 
Held off market 1,879 2,182 


Seasonal Vacant 1,586 1,861 


Total Vacant Units 5,932 6,738 
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Of the 5,932,000 vacant units in 1960, , 346,000 were year round 


vacant and 1,586,000 were vacant units used for seasonal or migratory 


labor purposes. Since 1970, the mumbér of seasonal vacant units has ie 
remained relatively constant. Year round vacant units tend to fluctuate 
more than seasonal units. ‘There was a net decrease of a half million 
units from 1965 to 1970 and an estimated net increase from 1970 to 1975 

of three quarters of a million units. Generally, the homeowner units for 
sale have remained fairly constant since 1960, but those for rent and the 
units held off market for various reasons have fluctuated. On the other 
hand, there has been @ steady growth in the mumbers of units rented or sold 
awaiting occupancy, increasing from 23,000 units in 1960 to 68,000 
in 1975. 

The following table shows the relationship among vacant units of 
various types and occupied units as a percent of all housing units, and 
the proportions selected for projected vacancy rates in 1980. 

Vacant Jnits as a Percent of All Housing Units 
Year Round Vaca’.t Units 7.1% 7-696 6.3% 6.6% 96.6% 
For rent 3.0 2.9 1.9 2.1 2.1 
For sale 0.8 0.8 0.6 0.7 0.7 
Rented or sold 0.4 0.5 0.6 0.6 0.6 
Held off market 3.2 3.4 3.2 3:2 3.2 
Seasonal Vacant Units 2.7 2.9 2.5 2.3 2.3 
Total Vacant Units 10.1. 10.5 8.8 8.9 8.9 
Total Occupied Units 89.9 89.5 91.2 91.1 9Ld 
Total Housing Units 100.0 100.0 100.0 100.0 100.0 


*Projected 


2 overall vacancy rate was at high levels from 1960 through 1966, 
representing from 10.1 to 10.5 percent of the total housing stock. The 


rate began a strong decline in 1967, reaching a low of 8.7 percent in 1971, 


where it remained through 1973. 1n 1974 and 1975 the rate has moved up 


slightly to 8.9 percent, 


The proportion of seascnal vacant units has declined from a high of 


2.9 percent in 1965 to 2.5 and 2.3 percent in 1970 and 1975. It is projected 


at 2.3 percent in 1980. 
The year-round vacancy rate which accounts for the largest share of 
vacancies (about 75%) has fluctuated from a high of 7.6 percent in 1965 
to a low of 6.3 percent in 1970 and is at the 6.6 percent mark for 1975. 
The rate of vacancy for the "held off market" category has been 
stable at about 3.2 percent since 1960, and is projected at this rate to 
1980. The "rented or sold, awaiting occupancy" category has also shown 
considerable stability at 0.6 percent since 1970, and is projected at 
this rate to 1980. 
The "for sale" categery declined slightly from 0.8 percent in 1960 
to 0.6 percent in 1970, and is row at 0.7 percent in 1975.. The "for rent" 
category has been the most erratic. It dropped from a high of 3.0 percent 
in 1960 to a low of 1.9 percent in 1970 and increased to 2.1 percent in 
1975. 
The following table demonstrates why the "for sale" and "for rent" 
vacancy atepesies were projected at 0.7 and 2.1 percent in the preceding 
table. This table provides a profile of the percent changes in vacant 


rental and homeowner units as a percent of total rental and homeowner units. 
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Rental and Homeowner Vacancy Rates 


1960. 1965. _1970 _1973 _197h _1975 _1980* 


Vacant for rent 8.3% 5.3% 5.8% 6.2% 6.2% 6.0% 
Renter occupied or rented . 9.7 93.8 94.0 
Rental units 100.0 100.0 


Vacant for sale only ae 
Owner occupied or sold ‘ 98.8 
Homeowner units 100.0 
*Projected 
The vacancy rate for rental units increased from 8.1 percent in 1960 
to 8.3 percent in 1965 and then experienced a dramatic decrease to 
5.3 percent in 1970. However, it rebounded to 6.2 percent in 197) and 
1975. A reasonable rental vacancy rate is considered to be 6.0 percent, 
allowing for adequate mobility in the housing market. This represents 
approximately 2.1 percent of all units. 
The rate for "for sale" units followed the trend of rental units, 
up from 1.3 precent in 1960 to 1.5 percent in 1965. The rate decreased 
to 1.0 percent in 1969, and held at that rate through most of 1973. 
Since then it has edged up to 1.2 percent. A homeowner vacancy rate of 
1.0 percent is projected to 1980, since this has proven to be adequate 
for a considerable period of changing housing market activity. This 
represents approximately 0.7 percent of all housing units. 
The next table shows the numbers of vacant units for rent, for 
sale, and in the "other" category in 1975 and 1980, based on the four 


household projection series. 


Projection of Vacant Units for 1975 and 1980 
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Series A - Total Vacant 6,292 
Vacant fou rent 
Vacant for sale 
Other vacant 


Series B - Total Vacant 
Vacant for rent 
Vacant for sale 
Other vacant 

Series C - Total Vacant 
Vacant for rent 
Vacant for sale 
Other Vacant 

Series K - Total Vacant 
Vacant for rent 


Vacant for sale 
Other vacant 


Series A is the highest projection with 6,998,000 vacant units in 
1980, and Series K is the lowest projection with 6,758,000 vacant units. 
The increase in vacant units from 1975 to 1980 could range between 500,000 
units and 706,000 units, of which it is estimated that rental units will 


account for 95,000 to 170,000 units; homeowner units from 47,000 to 


56,000 ana other vacant units from 358,000 to 180,000. 


The projected rental and homeowner vacancy rates, and the possible 


increases in vacant units, are sufficient to allow for population mobility 
aad migration in the nation. The rental rate is higher than that 


experienced from late 1968 through 1973 when population movement was 
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occurring without diffic.lty. The homeowner rate has also proven to be 


adequate to meet the nation's needs for mobility and migration. Thus 
no additional estimates of need are required to allow for mobility and 
migration. 

Similarly, the "other vacant" category is adequate to encompass 
the demand for second homes and other uses. The "other vacant" proportion 
of the stock has held constant in recent years as second home production 
increased, and the allowance in these projections should be sufficient 


to allow for future second home demand. 


Replacement of Losses 

The average annual rate of net loss from the housing inventory is 
projected to be 0.76% for each year from 1975 to 1980. That is, the 
total housing stock will be reduced each year on the average, by seventy- 
six hundredths of one percent due to the net effect of a combination of 
components of inventory change (other than new constraction). To obtain 
the estimate of net loss, all ccmponents of inventory change other than 
new construction are combined. The components on the loss side of inventory 
change consist of (1) merger (2 combination of two or more housing units 
into fewer units), (2) demoJition, and (3) other means (including units 
which are changed to group quarters, unfit for human habitation, scneduled 
for demolition or rehabilitation, condemned for reasons of health or 
safety, changed to nonresidentiai use, or destroyed by fire, flood, or 
other cause). The components on the addition side of inventory change 


consist of (1) conversion (the creation of two or more housing units from 
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fewer units, and (2) other sources (including units which are created 
from living quarters previously classified as group quarters, and units 


ereated from nonresidential use). 
Estimates of net loss and its components for 1950 to 1973 are 


presented in the following table. 


Net Loss and Components 


1960-1970 : 1970-1973 
4nmal Annual 


Average Total Average Total Average 


{thous.) {thous.) Rate+ thous.) (thous) Rate* thous.) {thous.) Bez 

Pezginning Inventory 56,699 
Qotal Losses 

Denelition 

Other means 

‘Hierger (net) 
Total idditions 

Conversion (net) 

Other Scurces (excludes 

new construction) 

.Met Losses 


* _Anmial Averece 
Beginning inventory 


**Includes conversion, other sources and merger 


This table includes the annual average changes, and the anmal average 
rate, for each ccmponent for the time periods 1950-1959, 1960-14/0, and 
1970-1973. The ra.e is based on the beginning inventory for each time 
span. The next table regroups the components of net loss for a more 


ready comparison. 


1610 


23 


Net Loss and Components Groupings 
____ 1950-1960 __. 1960-1970 1970-1973 
f4nmual Annual Annuai Anmiai Anmial =o Annual 
Average Average Average Average Average Average 


Rate (thous) Rate (thous) _Rate (thous) 


Losses from: 
Demolition & Other Means 96 


Additions from: 
Conversion & Other Sources 12 
Less Merger 


Net Loss -60 .85 


A third table, entitled "Estimated Losses", provides the projected changes 


(losses and adéitiors) in inventory (exclusive of new construction) for 


the period 1975 to 1980. ‘The anmual loss and addition rates used are the 
most recent ones, based on the 1970 inventory experience. The rate is 
applied to the estimated 1975 inventory levels of the four household 


series to obtain estimated average annual additions and losses. 


Estimated Losses 
Average Annual Losses 1975. i980 
(in thousands of units) 


Series A Series B Series C Series K 


Losses from: 
Demolition & Other Means Th9 4 748.5 7h6.7 745.8 


Additions from: 


Conversion & Other Sources 156.1 155.9 155.6 155.4 
Less Merger 


Net Loss 593.3 592.6 591.1 590.) 


2h, 

The relationship between new construction and the loss comzo1ents 
was also examined. It was found that net loss can be expected to he 
in the neighborhood of twenty-five percent of new construction, on an 
annual basis. 

Total losses from the combined categories of demolition and other means 
have remained at an average anmual rate of approximately 0.96 percent of 
the housing stock through the 1969's and 1970's as shown in earlier 


tables. This rate is expected to continue through the remainder of 


the 1970's. Losses from demolition and other means through the 60's 


and early 70's have remained at approximately 30% of anmial additions 


to the housing stock from new construction. 


Additional Needs Arising From Physical Deficiencies of the Housing Stock 
"Lacking some or all plumbing" is the one housing deficiency for 

which a clear record of some length exists. The decennial Census of 
Housing has reported this item since 190, and the Annual Housing Survey 
is continuing the inquiry. The data on occupied housing units lacking 
some or all plumbing, from the 190, 1950, 1960 and 1970 Censuses, and 
the 1973 and 197 Annual Housing Surveys, follow: 

Year Units (060 

190 14,597 

1950 14, 201 

1960 6, 2064 

1970 3,30 

1973 2,'\71, 

197) 2,29 


/ Excludes dilapidated units 
Preliminary estinate 
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If the occupancy of housing units lacking some or all Pplunt* ; 


continues to decline at the rate observed bet..en 1973 and 197) (7.21%), 


such units on July 1, 1980 wuld total 1,492,000. This projection is 
based on the assumption that the conditions governing the change from 
1973 to 197) will -- on the average -- be representative of the annual 
changes occuring from 1°7) to 1980. While this projection may in fact, 
turn out to be somewhat higher or lower, it nevertheless represents a 
reasonable estimate, given the facts presently on hand and is based on 
minimim assumptions. The rate is also based on considerable experience 
foz the 1973 to 1974 rate is approximately the same rate of decline as 
occurred in the twenty-three years from 1950 to 1973. In 1950, 14,201,000 
units lacked some or all plumbing facilities, and in 1973, the figure was 
2,471,000 units, an annual rate of decline of 7.32 percent. The slightly 
slower and more recent 1973 to 1974 rate was selected as a reasonably 
conservative estimate, 

These 1.5 million units lacking plumbing in 1980 represent a basic 
housing need in addition to the construction requirements discussed 
earlier. Some large portion of these 1.5 million units are undoubtedly 
amenable to rehabilitation, that is, the condition could be corrected by 
the addition of the missing plumbing. The “add-on bathroom" program 
demonstyated in South Carolina with HUD research funds is a case in point. 
Others of the 1.5 million units would have to be replaced, and would add to 
the construction requirements discussed earlier. Currently, however, there 
is no basis for making this distinction. It is hoped that further analysis 
of Annual deyeine Survey !973 and future years' data will help rese) 'e this 


issue. 
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In contrast with the decennial Census of Housing, the Anmual 
Housing Survey is pursuing many lines of inquiry about the quality of 
the housing inventory in addition to the presence of Plumbing. Four 
of the most significant, in terms of dangers to the health and safety 
of the occupants, are those related to ‘e presence of exposed electrical 
wiring, high-frequency blowing of fuses (3 or more times within 90 days), 
high rates of heating system breakdowns (l or more times during the 
preceeding winter), and high frequency of breakdowns of the only 
flush toilet in a housing unit (4 or more times within $0 days). 

These four variations of physical deficiencies have never been 
investigated before on a national basis. The only data presently on 
hand, therefore, are from the Annual Housing Surveys of 1973 and 197. 
Except for exposed electrical wiring (that is, permanent circuitry 
not concealed within walls or protected by meta. conduits or covers 
affixed to the walls) these conditions are less frequent than the 
lack of some or all plumbing, 


Four Physical Deficiencies of Occupied Housing 
Reported by the Annual Housing Survey 


Occupied Units (000)* Tercent 
Deficiency 1973 1974 


Exposed electrical wiring 2,749 2,377 
Fuses blown 3 or more timeg 2,390 2,220 


Heat breakdowns ) or more times 426 429 


Flush toilet breakdowns 4 or more times 136 107 


*Some overlap exists among the units with deficiencies, so 
some units have two or more of these deficicncics. 
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Projections of these rates of change to July 1, 1980, can only be 
done with far less assurance than was the case for lack of plumbing, 
where experience has accumulated over a long period of time and the 
latest annual rate of change ccmld be compared with the 1950 to 
1973 rate of change. Projecting the 1973-197 rates of change in 
these four deficiencies yields the following: 


Projected Number of Occupied Housing Units 
Reporting Specified Deficiency, July 1, 1980 


Deficiency Units* (000) 
Electrical wiring 1,032 
Fuse blowing 1,452 
Heating system breakdowns Lh6 
Flush toilet breakdowns 27 


*The unit numbers are not additive, since some overlap exists. 


The firmest deficiency projection available for 1980, that for units 
lacking plumbing, was noted above at 1,1;92,000. The Bureau of the Census 


middle projection for households at mid-year 1980 is 79,356,000; this 


. would mean that less than 1.9 percent of the occupied units at that time 


would lack some or all plumbing. 
To some extent the five housing deficiencies considered here may 
be encountered in the same unit. However, since only occupied housing 


units are under consideration, the coincidence of all five deficiencies 
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is highly unlikely, considering the availability of vacant units and 
the existence of state and local housing codes and inspection staffs. 


There is,at present, some material available on the extent to which two 


such deficiencies do coexist in the same unit. 


In 1973, for all occupied units reporting on both plumbing and wiring, 
it was found that: : 
2,457,000 lacked some or all plumbing 


2,749,000 had exposed electrical wiring. 


Units reporting both a lack of plumbing and exposed electrical wiring 


totalled 113,000; this is 7.93% of the combined deficiencies (5,206,000). 
Tms, 16.80 percent of those lacking plumbing had exposed electrical 
wiring, and 15.02 percent of those with exposed wiring lacked some or 
all plumbing. These percentages may be used in evaluating the present 
or future extent of overlapping of these deficiencies in the same unit. 

A summary of the 1973 data cn overlapping of lack of some or all 
plumbing with the four deficiencies not enumerated in the decennial 
Census of Housing, follows: 


Percent of 
Lack of Plumbing Overlaps with Cases (000 Combination 


Exposed electrical wiring 413 7.93% 
Blowing fuses 3 or more times 67 1.45% 
Heating breakdowns or more times 1S. 0.60% 


Flush toilet breakdowns | or more times - - 
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Some other available information on overlapping of 1973 
deficiencies: 


Percent of 
Deficiconcies Cases (000 Combination 


Blowing fuses and 
exposed electrical wiring 149 


Heating breakdowns and 
exposed clectrical wiring 18 

These data indicate that the five major deficiencies emuserated in 
the Annual Housing Survey do not tend to concentrate in the same units. 
This suggests that most of these units may be in fairly good condition 
and that it may be economically feasible to correct the deficiencies through 
rehabilitation, However, such co-rective action must consider local con- 
ditions and particularly the suitability of the neighborhood environment 
and services: these matters are not considered here, and would have to be 


examined individually where rehabilitation was considered, 


Summary of Housing Needs + jates 

The range of estimates of basic construction needs produced by combining 
household formation, vacancy adjustments and replacement of losses are 
consistent with other data on construction requirements. As noted earlier, 
vomponents of housing inventory change data have'shown that losses due to 
demolition and other means are equal to about 30 percent of additions to 


the inventory by new construction, and net losses after allowing for other 


types of additions are about 25 percent of new construction. Thus, some- 


thing less than one third of new construction has gone to replace losses. 


\ 
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The following table shows experience from 1950 to 1975, by 5 year 
periods, in the relationship between tota]. housing production and the 
net increase in households. 
f dousing Production to 


nerease in Households 


1950 to 1975 


Ratio, Ratio. 
Net Starts Total Total Housing 
Increase Total to Mobile Total Pre ion 


( in Fousing Household Home Housing old 
Period Households Increase Shipments Production ] ie 


1950-1955 h, 320 1.77 415.1 8,045.2 
1955-1950 4,925 ? 1.38 569.8 7,374.3 
1960-1965 4, 637 1.63 766.8 8, 329.9 
1965-1970 5,965 ( 1.18 1,589.6 6,621.2 
1970-1975 1,719 1.18 2,200:7° = 11, 306.56 


1950-1960 9,245 <n 1.56 98.9 15,419.) 
1960-1370 10,602 7 1.38 2,356.4 16,951.1 


1950-1975 27,566 38,127.07 1.36 5,550.0° 43,677.08 
e - estimated 
The ratio of conventional housing starts to household increases has 
fluctuated widely, bvit seitied down ai about 118 percent of household 
increases in the lest decade. Adding mobile home shipments to housing 
stacts narrows the fluctuations. In fact, with the exceptiors of the 
two 5 year periods 1750 to 1955 and 1960 to 1965, the ratio of production 
to household increase is close to 1.5, and in the last decade, total 
housing production has been about 115 percent of net household increase. 
In other words, about two thirds of housing production has been for household 
increases, and the rest for such purposes us replacement of losses and 


vacancy adjustments. 
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Applying the 1.45 ratio of the last decade to the four series of 


net household increases projected by the Bureau of the Census produces 
the following levels of annual anticipated housing construction, compared 
with the estimates of basic construction requirements derived directly 
from the three components of household increases, vacancy adjustments 
and replacement >f losses. Z 

Series A Series B Series C Series K 


Ratio of 1.45 2,373 2,225 1,927 1,778 


Three Components : 2,370 2,260 2,030 1,920 


With the exception of the high series of household formation (which 
is not likely to occur), it appears that the estimates of needs derived 
by the three components are more generous than the last decade's experience 
would indicate, and thus should be sufficient. It has not been possible 
to estimate new construction requirements arising out of the need to 
correct physical deficiencies in the housing stock, but such requirements 
would be added to the basic construction requirements thereby increasing 
construction eelative to household increase above levels experienced 
in the last decade.s The annual construction requirements would be basically 
the same if 1978 rather than 1980 had been used as the end of the analysis 


period. 


The Congressional request asked for a breakout of the estimate of 
future housing need by conventional housing and ty mobile homes. The 
problem with the requested approach is that “housing needs" are not 


expressed in terms of single family homeowner or renter units, miltifamily 
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renter or homeowner units, or mobile home homeowner or renter units. 


Housing need is fundamentally exrressed in terms of the need of a 


household, or a potential household, ‘for a housing unit which meets a 


wide variety of personal demands, household requirements, and desired 
lifestyles. For a particular household, its individual complex of 
desires and needs might be met by several different possible combinations 
of housing/household factors. On the housing side there are factors such 
as location, tenure, unit size, structure type, housing and neighborhood 
ef the housing unit to 

contribute to social status or some desired level in a community value 
system; and on the household side the factors might incluce family 
size, age,composition, sociological status, future role expectaticns, 
earnings potential, economic considerations including tax advantages, 

and individual capability tc adapt 
to cultural change. Any housing unit might potentially meet a very 
wide range of heusing needs, and no direct relationship can be established 
between degrees of housing need and the various distributions of housing 
supply potentialities in, for example, condominium apartments or mobiie 
homes, which may meet those needs. 


Given the absence of any firm relationship between needs and supply,any pro- 
jection of a possible supply response, by : : type, to housing needs 
can only be based on past trends, and the only clement common to the 


needs projection and the supply projecticn is that the totalg should agres. 
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With these reservations in mind, the following table is offered, 
showing past distributions of units by structure type, and possible 
distributions at the four household levels in 1980. The 1980 distributions 


are merely based on what is known of past and current trends in structure 


preferences. 
Past and Projected i 
Housing Units by Type of Unit 
(in thousands of units) 
Total Total 3 
Yeas: Round Vacant ed Single Multi. Mobile 
Houning Units Units Units Family Pamily_ 
1960 56,904 3,560 53,02 39,714 12, 23 
197G on 599 4,25 63,415 14,040 17, 332 
1973 13,23) 5.956 69,337 47,582 18,477 
197k * 75,900 5,079 70,830 48,480 18,670 
1980 
Projections 
86,951 6,998 19,953 53,569 22,57 45317 
86, 293 6,937 79,356 53,169 21,902 4,285 
84,977 6,818 78,159 52,367 L572 «220 
81, 318 6,758 17,560 51,965 21,07 1,188 


*Estimated by HUD from preliminary 197], data 


tl Basic construction requirements, by type of structure, needed to 
achieve the four inventory levels in 1980 are shown below. Each set 
of mumbers include units allowing for increases in occupied units, for 
vacancy adjustments, and for replacement cf losses of the the same 
structure types. The annual net loss rate of 0.76 percent was distributed 
among structure types of the 1975 inventory as follows: single family units, 


0.40 percent; multifamily units, 0,21 percent; mobile homes, 0.15 percent. 


The vacant units for sale and for rent were distributed to single family and 
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multifamily units using the proportions of owner and renter occupancy of 
these structure types in 1974, and “other” vacant units were based on the 
total distribution of all units. Vacant mobile homes, including those used 
as second homes, are not included in these figures, nor in the housing 
inventory figures reported by the Bureau of the Census. 


Basic Construction Requirements, 
1975 to 1980 


Single Multi- Mobile 

‘Family Family Home Total 

Units Units Units Units 

Series A 6,497 4,189 1,170 11,856 
Series B 6,122 h,023 1,143. 11,288 
Series C 5,373 3,69, 1,085 10,152 
Series K 4,997 3,531 1,056 9,58), 

fo these construction requirements would be added an indeterminate 


amount to replace, before 1980, an unknown portion of the 1.5 million or 


more units with basic deficiencies as of 1980, which cannot be rehabilitated. 


he Department is continuing to analvze data from the Annual Housing 


Surveys, and from the Bureau of the Census Survey of Residential Alterations 
and Repairs in order to resolve the many questions surrounding the 
deficiencies and rehabilitation issues. Answers sought include the 

proper definition and identification of adequate units versus deficient 
units, the potential for rehabilitation of deficient units and the costs 
involved, and the amount of rehavilitation actually occurring through 
private means. The goal of a decent home in a suitable living environment 
cannot be acheived, even to a substantial extent, unless agreement is 
first achieved on the meaning of the terms "decent home" and "suitable 
living environment" and until methods superior to mere counting of new 
housing production are available to measure progress toward realization 
of the goal. The Annual Housing Survey ané other new data resources 


promise to provide an improved means of measurinz that vrocreaa. 


’ 


Analyst 


Period Covered 


i Seciel Ecausing } 


Nee 


Date Completed 


Basic Constmiction Needs 
New Additional 
Householé 


Replacezents Cnc 
tion Oth =r Losses) 


Needs 
Replace Inadequate Units 
Rehabilitate Inadequate 

Units 

Total Needs 


Zew Construction Only 


PAST ESTIMATES OF OF U. 8. EOUSING NEEDS 
( 4m millions cf housing units ) 


George 
Cline 
Smith =. 
(Mackay- Richard Bove 
ror 


Shields (Clark, 
Economic) Dodge, Inc.) (Internal) 
1968-78 1971-80 1970-80 


1968-78 
Fed. '71 Jan. '72 May ‘72 Dec. ‘73 


G.z. Gladstone 
Tenpo Assoc. Kristof 
(Kaiser (Kaiser (Douglas BUD (2nd 


Gomittee) Committee) Commission) Goals Report) 


1968-78 1568-78 
Early '68 May '68 


Frank "LB 
Marcin 
(Forest 
ervice 


Harvari- 


1967-77 
Apr. ‘68 


1970-79 
Mid. '68 


1968-78 
Aor. '70 


1968-78 
Sep. "70 


14.3 


h.0 
3.7 
28.2 
24.5 


John Kokus 
AER 


1970-79 
Jan. ‘Th 
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Bibliography of Housing Needs Estimates 
for the United States 


1. General Electric TEMPO Prof «sional Staff, “United States 
Housing Needs, 1968-1978," a study prepared for the 
President's Commitee on Urban Housing (Kaiser 
Committee), in "Technical Studies, Volume 1," 
Washington, D. C., 1967. Housing construction needs 
are defined as units for new households, replacement 
or rehabilitation of substandard units, replacement 
ef standard removals, allowance for vacancies. 
Recommended 26.7 million units in a 10 year period, 
including 1.34 million per year for net additional 
households. . 


2. Robert Gladstone and Associates, "The Outlook for United 
States Housing Needs", a study prepared for the Kaiser 
Committee, in "Technical Studies, Volume 1," 
Washington, D. C., 1967. This study assessed only 
housing demand, and estimated that household gains, 
replacemen. demand due to demolitions and other net 
losses, and vacancy changes, would amount to a demand 
for 25.0 million units from 1960 to 1975 (1.57 million 
per year) or 18.3 million units from 1968 to 1978 (1.83 
million units per year). Housing condition was ignored 
and all estimates were far below those by other 
analysts, and have proven to be very inaccurate. For 
example, “household gains" vere estimated at 1.16 
Million per year; actual experience has been closer to 
1.4 million per year. 


3. Department of Housing and Urban Development, “Assumptions 
and Procedures for Estimating Housing Needs; 1967-77," 
Appendix A in "Economic Analyses of Ten-Year Housing 
Program", submitted to the Subcommittee on Housing and 
Urban Affairs of the Committee on Banking and Currency, 
U.S. Senate, Washington, D. C., March 19, 1968. 
Projects a need f. + 28.2 million new and rehabilitated 
housing units between July 1, 1967 and June 30, 1977, 
including 1.7 million by private rehub and 2.0 million 
with public assistance. Estimated new construction 
totaled 24.5 million units for net household formation, 
vacancy adjustment, compensation for units abandoned 
in population shifts, and for losses from the 
inventory, and to permit the removal of existing 
Gilapidated units and units which would become 
dilapidated. Net household formation was estimated 
at 1.31 million per year. 
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4. Frank S. Kristof, "Urban Housing Needs through the 
1980's: An Analysis and Projection", prepared for 
the National Commission on Urban Preblems (Douglas 
Commission), Washington, D. C., 1968. "Needs" 
defined in terms of “substandard units to be 
removed, reduction of crowding in standard units, 
increase in standard vacancies." Recommended 
Government-assisted housing at 600,000 units per 
year. Assumed average increase in households of 
1.23 million per year, and housing production of 
2.1 million per year. : 

S. Douglas Commission, "Building the American City”, 
pp. 66-93, Report to the Congress and the President 
of the United States, Washington, D. C., December 12, 
1968. "Needs" defined as in the Kristof report: the 
elimination of inadequate housing, including over- 
crowded adequate housing. Recommended building 2.0 
to 2.25 million units per year, including 500,000 
for poor and moderate income families (exclusive of 
the elderly). No explicit household formation 
estimate. Recommended an annual Presidential 
message on housing construction goals. 


Department of Housing and Urban Development, "Assumptions 
and Procedures for Estimating Housing Needs and 
Structure Types, 1968-78", Appendix B in "Second 
Annual Report on National Housing Goals", message 
from the President to Congress, Washingten, DPD. C., 
April 1, 1970. This report updates the previous 
HUD analysis of 1968, estimating a total need of 
28.2 million units, but including only 1.0 million 
subsidized rehas (rather than 2.0 million) and still 
1.7 million private rehads, so that new constructicn 
requirements are 25.5 million. Since there are no 
data on the volume of private rehabs, new construction 
and subsidized rehabs anount to 26.5 million units for 
the decade. The report incorporates mobile home 
production and losses for the first time, and (besides 
household formation, replacement of losses and 
replacement of present and future dilapidated units) 
permits the replacement of 1.0 million mobile homes 
estimated to be scrapped over the decade. Units 
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abandoned due to population shifts are dropped since 
they are included in the units becoming dilapidated 
or in inventory losses. Net household formations 
estimated at 1.35 million per year. 


7. George Cline Smith, "Housitig in the Seventies: Realism 
Vs. Euphoria", Special Report No. 48, McKay-Shields 
Economics, Inc., New York, September 1970. Attacks 
HUD 1970 estimates as too high, projects housing 
requirements for the 1970's as 22 million units, or 
2.2 million per year, including 1.3 million per year 
for household increase, .8 million for repiacement 
and 1.0 million for vacancies. Natural or “market" 
rehabilitation was assumed to take care of poor 
quality housing, without need for antervention. 


8. Richard Bove, “Housing Goals for the 1970's -- Too 
Optimistic?" Information Report of Clark, Dodge & 
Co., New York, February 25, 1971. Rejects Census 
estimates of household formation and HUD estimates 
of vacancy adjustments and compensation for losses. 
Assumes net household formations of 1.18 million per 
year, and, with other downward adjustments, reduces 
1970 Goais projection from 25.5 million new units in 
the decade to 21.6 million units, of which 19 million 
is effective demand, or actual expectable housing 
production. Accepts “Social Needs" of £.3 million 
units needing rehabilitation or replacement. 


9, Thomas C. Marcin, "Projections of Demand for Housing", 
Handbook No. 428, Department of Agriculture Forest 
Service, May 1972. The projections are based on a 
model of long-run housing demand to the year 2020, 
incorporating three demand components: population and 
household formation, vacancy adjustments, and replace- 
ment of units lost by natural disaster, demolition, 
abandonment, merger or “other similar causative 
forces." Projections are made for new conventional 
housing starts by 1 unit and multi-family units; for 
mobile home production, for second home demand, and 
for production by region for 3 series (low, medium 
and high) based or 3 household headship formation 
rates. The middle series projects production of 2.3 
to 2.7 million units per year in the 1970's, 2.8 down 
to 2.6 million per year in the 1980's, and up to 3.5 
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million per year by 2014. The exercise was to help 
the Forest Service in long-run forestry management, 
using a 50 year growth cycle for timber, Net 
household formation ranges from 1.12 to 1.44 in the 
70's and 1.45 to 1.13 in the 80's. 


10. An internal HUD study November 72 to January 73, 
determining "needs" on an SMSA and state basis and 
intended for the 5th Goal Report, found a ten year 
need for 23.7 million new and rehabilitated units; 
not published because the full report was super- 
seded by the National Housing Policy Review. 

« : 

11. David Birch, et al, “America's Housing Needs; 1970 to 
1980", Joint Center for Urban Studies of the 
Massachusetts Institute of Technology and Harvard 
University, Cambridge, Massachusetts, December 1$73. 
The study forecasts residential construction based 
on net household increase of 1.435 million per year, 
additional vacancies of .16 million per year, 
replacement of accidental losses, building of second 
homes and other units at .74 million per year, or 
total construction of 2.335 million Per year or 23,35 
Million over the decade. This construction forecast 
is distinguished from “housing need", which is 
assessed in Chapter 4 entitled “Estimates of Housing 
Deprivation." As of 1970, the report estimated that 
6.9 million households were in physically inadequate 
units (lacking plumbing, or had plumbing but were 
inadequately,heated, or had both but were dilapidated); 
0.7 million were cvercrowded househclds (1.5 persons 
Or more per room) in physically adequate units; 5.5 
million non-overc.wowded households in physically 
adequate units had high rent burdens (over 25 percent 
of income if 2 or more persons, head under 65 years of 
age, or 35 percent if single person household or 2 or 
more person with head 65 or older). Thus 13.1 million 
out of 63.4 million households suffered “housing 
deprivation". However, high rent burdens, or being 
overcrowded in an adequate unit are more income 
problems than housing problems. The report does not 
project "housing deprivation" to 1980, but does project 
a decline in “substandard" units (lacking plumbing, 
dilapidated, or both) from 6.091 million in 1970 to 
4.985 million in 1980. This represents a significant 
slowing down in the overall rate of reduction of 
“substandard" housing. 
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12. John Kokus, Jz., "Housing Requirements in the 1970's 
and 1980's", for the Financial and Economic 
Studies Task Force, The National Association of 
Home Builders, Washington, D. C., January 1974. 
Assumes “minimum base level demand" for conven- 
tional housing starts of 2.1 million units per 
year in the 70's and 1980's, and total require- 
ments of 29.1 million units in the 70's and 30.03 
million in the 80's. In the 70's, households 
account for 1.448 million per year, replacements 
for 1.223 million per year (an exceedingly high 
figure), second homes for .105 million per year and 
vacancies for .135 million per year. 
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Mr. Vincent R. Barabba 
Director 

Bureau of the Census 
Department of Commerce 
Suitland, Maryland 20233 


Dear Mr. Barabba: 


I would like to take this opportunity to thank you for 
your assistance in our consideration of title III of H.R. 8024 
which would require financial institutions to code their mortgage 
Joans and their deposits by census tract. I would like to ask 
you some additional questions. 


1. As you know, the Federal Home Loan Bank Board and the 
federal bank regulatory agencies recently conducted pilot record- 
keeping programs in 18 SMSAs to determine the feasibility of 


gathering racial, economic, and geographic information and 
correlating it with Census information to aid the agencies in 
enforcing the Civil Rights Act of 1968. In 12 of the SMSAs 
the geographic information was collected by census tract. 


In its testimony before the Subcommittee, the Board reported 
that at least 20% of the census tract information it received 
was improperly reported. They explained that, in part at least, 
this was due to the lending institutions’ unfamiliarity with 
census information, such as the code books and tapes you mentioned 
in your testimony. The Subcommittee has also heard testimony 
from the lenders regarding the expected cost and difficulty of 
reporting savings and lending information by census tract. 


It occurs to me that an easy way to avoid the difficulties 
and inaccuracies inherent in requiring the institutions themselves 
to do the geocoding would be to require them simply to report 
savings and lending information to the Bureau of the Census on 
an annual basis by street address. The Bureau could then geocode 
the information, correlate the information with Census information 
on the age and value of homes and on the income levels and racial 


composition of the tracts, and publish a report for each SMSA. 
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Mr. Vincent R. Barabba 
July 25, 1975 
Page Two 


The report woul rovide depositors and borrowers with the 
information they seek and would give the ayengies the infor- 
mation they need in order to take action against discriminatory 
practices and redlining. 


If the Subcommittee were to decide on such an approach, 
would it be feasible from your point of view? Would it be 
necessary to pass legislation authorizing arid directing the 
Bureau to process and publish the information? Would it be 
necessary to authorize and appropriate additional funds? Can 
you estimate what this might cost? To the extent that this 
course of action would require legislation, would you provide 
the Subcommittee with appropriate language as a drafting service? 


At the hearing, we discussed the question of privacy and 
the disclosure of small sample data. You agreed (at page 442 
of the transcript) that this problem can be avoided by aggregating 
census tracts with similar characteristics. For example, it 
could be reported that 20% of a bank's deposits came from, and 
15% of its loans were made in, ten listed census tracts where 
the average income was less than $10,000 at the time of the 
decennial census. Similar figures could be disclosed for other 
aggregations of census tracts with different income characteristics, 
and correlations could similarly be made with racial composition, 
age of housing stock, condition of housing stock, etc., for the 
tracts. You may assume that such aggregation would be part of 
the program described above. 


We also discussed the Geographic Base Files. You stated 
that you must depend to a large degree on the cooperation of local 
agencies to keep them up to date. You may also assume in connec- 
tion with the program I have suggested above that the Bureau 
would have discretion to do the work at the headcuarters level 
or locally. Whichever way you did it, would you expect that 
the variation in the quality of the files (which you noted in 
your testimony at page 444 of the transcript) would affect such 
a program? Would information relating to new subdivisions have 
to be agqregated? Would it be impossiple to correlate addresses 
in new developments with census information on race, income, and 
housing characteristics? 


Mr. Vincent R. Barabba 
duly 25, 1975 
Page Three 


2. To elaborate on my question at page 448 of the 
transcript, would it be possible, in connection with the decennial 
census, for the Bureau to collect and report information on the 
financing of homes, for example, whether a home was financed by 
a savings and loan association, a bank, a mortgage banker, or an 
individual and whether a mortgage is FHA/VA or conventional. 

This informatien would, of course, be easier to compile if the 
program i described above was implemented (but might be unneces~ 
sary in that case). Is that the sort of information you collected 
in your survey of 6>,000 households referred to at page 449 of the 
transcript? What information was collected? How was it reported? 
_How was it used? 


3. At pages 449-450 of the transcript, we discussed the 
possibility that commercial firms could geocode deposits and 
loans for the financial institutions. They could presumably also 
correlate the information with census data on age cf the homes 
and the other factors I have mentioned. Do you think there would 
be any disadvantages, in terms of the disclosure ourpose of the 
bill and in terms of usefulness of the information for purposes 
of enforcement by the agencies, to relying on commercial firms 
to do the geocoding and correlations? If would think there would 
be advantages, in terms of cost and uniformity, to having this 
done by the Census Bureau. 


4. During the hearing, I recommended that you meet with 
HUD and the regulatory agencies to discuss how best te achieve 
the purposes of title IiI of H.-R. 8024. I look forward to 
learning from you of the results of your meeting. I would also 
like to recommend that you zseview the Fair Housing Survey results 
of the Federal Home Loan Bank Board and the Comptroller of the 
Currenty (which utilized census tracts) to determine how their 
forms might be improved and how the information gathered can be 
used by the agencies. 


Thank you again for your cooperation. 


Sincerely, 


St Germain 


UNITED STATES DEPARTMENT OF COMMERCE 


Social and Economic Statistics Adm traci 
BUREAU OF THE CENSUS _— sy 
Washington, D.C. 20233 


OFFICE OF THE RECTOR 


JUL 21 1975 


Henorable Fernand J. St. Germain 

Chairman, Subcommittee on Financial 
Institutions 

Committee on Banking, Currency and Housing 

House of Representatives 

Washington, D.C. 20515 


Dear Mr. Chairman: 


We have edited the transcript of the Ju’y 15 hearing on H.R. 8024, 
attached additional material to the transcript as requested, and 
it is being delivered to you under separate cover. 


We are pleased to provide the following additional materials which 
may be helpful to the Subcommittee. Enclosed is a copy of the 1971 
Residential Finance Survey report together with a brief description 
of its contents and the survey procedures. This survey was con- 
ducted as a part of the 1970 “ecennial census of housing. Also 
enclosed is a guide indicating location of data in the report 
relating to the characteristics of the mortgage financial activ- 
ities of the various. types of lenders. Similar surveys were 
conducted as part of the 1950 and 1960 census programs. 


The Bureau is presently contemplating another Residential Finance 
Survey as part of the 1980 decennial program. We would be pleased 
to have any suggestions that might enable us to make the next sur- 
vey more responsive to congressional interests and needs. 


Our Residential Finance Surveys cover not only single-family homes, 
but multifamily properties as well in recognition of the require- 
ments of the principal data users in government and industry. 
Considerable information 1s provided on the characteristics of the 
properties, the mortgages, and the owners. Data provided on the 
strictly physical aspects of the properties are generally aeons 
here again in response to the needs of the users of the Residentia 
Finance reports. Consideration, however, can be given to casio 
this aspect of the data. 


2 


Our present plans contemplate the expansion of the 1980 Residential 
Finance Survey te provide data for about 20 to 25 selected SMSA's 
(standard metropolitan statistical areas). These plans, as I am 
sure you realize, are subject to change because of the possible 
future development of higher priority alternative requirements and 
the constraints of increasing costs. 


Sincerely, 


veal 


VINCENT P. BARABBA 
Director 
Bureau of the Census 


Enclosures 
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1971 RESIDENTIAL FINANCE SURVEY 


The most recent comprehensive compilation of statistics 

on the financial characteristics of residential properties 
in the United States is the 1970 Census of Housing report 
entitled Volume V, Residential Finance. ‘These data were 


collected during 1971 in the Residential Finance Survey 


Bo at 
<4 


which was a follow-on program of the 1970 Decennial Census 


of Housing. The data relate to privately-owned nonfarm 


homeowner and rental properties. A “homeowner property" is 
one with 1-' to 4-housing units one of which is occupied by 
the owner. "Rental properties” include all other residential 
properties including those which are vacant, regardless of 


number of units. 


. 


The 1971 Residential Finance report consists of summary 

statistical tables presenting the following types of data: 

1. Mortgage characteristics, such as the number of mort- 
gaged and nonmortgaged properties; the original and 
outstanding amounts of mortgage loans; government 
insurance status (FHA, VA, or conventional); duration 


and interest rate of first mortgage; ratio of loan to 


2. 


purchase price; ratio of outstanding debt. to value; 
monthly interest and principal payments; items in- 
cluded in first mortgage payment; ee types of holder 
of first mortgage (financial institutions and individ- 


uals). Most mortgage characteristics are also shown 


for junior mortgages (i.e.,° second and third, etc. 


mortgages). 


‘Property characteristics, such as property location 
(geographic division, inside or outside SMSA, inside- 
outside central city); purchase price; current (1971) 

' value; year acquired; year built; number of rooms per 
unit; number of housing units, and buildings per 
property; real estate taxes; property insurance pay- 


-ments; and monthly rental receipts per housing unit. 


> Owner charactz2ristics, such as race, sex, age, size 

of household, veteran status, annual family income, 
and source of downpayment for owner-occupants of 
l-unit properties; and type of rental property owner, 


i.e., real estate corporation, cooperative, etc. 


The statistical tables are arranged and presented in separate 
chapters of the report according to the size and type of 


the property, i.e., l-unit homeowner properties and l- to 


& 


-more- 


4-unit, 5- to 49-unit, and 50-or-more-unit rental proper- 
ties. A separate set of tables are provided for l-unit 


homeowner properties occupied by Negro owners. 


Geographically, the data are Sumueeteed in separate tahies 
for the United States total, the four census regions, 

inside and outside SM SA's (standard metropolitan statis- 
tical areas), in and out of the central cities of the SMSA's, 
and by size of place inside and outside SMSA’s. The most 
geographic detail is presented for the l-unit homeowner 


properties and the least for the Negro homeowner properties 


and S- to 49-unit rental properties in accordance with sample 


Size Limitations... __ se) Ze 


4. 


Data could not be obtained for the remaining 2,000 units. 


The survey was conducted by mail using four questionnaires: 


The Homeowner Questionnaire mailed to occupants of prop- 
erties with one to four units; the Rental Property Question- 


naire mailed to owners or agents of all other residential 
properties, i.e., those with S-or-more units (as indicated 

on the Owner-seeker letter) and those with less than 5 

units when none was owner occupied (as indicated by response 
on the Homeowner. questionnaire). The Owner-seeker letter 

was mailed to apartments in properties with -5-or-more units 
to obtain the name and address of the owner or the agent to 
whom. rental payments were made; and the Mortgagee(Lender) : 
Questionnaire was mailed to lenders to whom mortgage payments 
were made as reported on the Homeowner and Rental Property 


Questionnaires. (Facsimilies of the questionnaires appear 


in the Volume V Residencial Finance report; Appendix pages 


14 through 30.) 


The 1971 Residential Finance Survey is the seventh in a 
series of mortgage finance surveys conducted by the Census 
Bureau. The predecessor surveys were conducted as part 

of the decennial censuses of 1899, 1920, 1940, 1950, and 


1960, and as part of the National Housing Inventory in 1956. 


The 1920, 1940, and 1956 surveys were limited to owner- 
occupied homes. The 1950 survey provided data for 25 
individual SMSA's and the 1960 survey for 17 SMSA/s in 
addition to U. S. total, regional, and inside-outside © 
metropolitan area summaries. In accordance with strong 
- recommendations of the Residential Finance Subcommittee 
of the 1970 Census Advisory Committee on Nouetan, the 1971. 
Residential Finance Survey was designed to provide more 
analytical cross-classifications of the data than in 1960 
and geographical summaries by size of place inside and 
outside SMSA's. In order to accommodate this change, it 


was necessary to forego the collection and publication of 


data for individual SMSA‘s. 


Housing Division 
July 17, 1975 
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Volume \, Residential Finance, 1970 Census of Housing 


Sources of datu on residential mortgage investments of various 
types of holders (lenders) as of 1971: 


1. ‘unber of mortgages and amount of outstanding debt by type 
and size of property, by type of holder: 


a. By region 


in i 
Total [central {central 
citics 


US. tdtale.. i... 
NOETHEISC.. ce cece 
North Central...... 


Pun 
WALA UI UI 


By size of place 
a Outside 
Inside SMSA's SMSA's 


Places of 1,000,000 or morc. Places of 10,000 or 
Places of 250,000 to 999,999 55. tease 
Places of 50,000 to 249,999. Places of-less than 
Places of less than 50,000 10,000 and rural... 
and rural peel sys ee j a 


Characteristics of mortgages, properties, and owncrs by 
type of holder: i 


a. Onc-unit homeowner properties 


All mortgages 
FHA mortgages 
VA mortgages. 
Conventional mortgages 
All mortgages made 1907-71 
(Continued) 


-more- 


. One-unit homeowner properties--(Con-) ; Paces 
UcS.. Inside SMSA'S,) all -moreeancon TS 150-155 
U.S., In central citics, all mortgages 171-176 
U.S., Outside SMSA's, all movtgascs 192-197 
Northcust;- Z15-Z45S 

234-239 
South, 255-269 
West, 276-281 


j-to 4-unit rental properties 
U.S., all mortgages 389-395 


S- to 49-unit rental propertics 
U.S., all mortgages ~—. 576-582 


50-or-more-unit rental propertics 
U.S., all mortgages . ‘ : 655-661 


Housing Division 
Jey 23, 297s 


UNITED STATES DEPARTMENT OF COMMERCE 


Social and Ecenomic Statistics Administration 
BUREAU OF THE CENSUS 
Washington, D.C. 20233 


OFFICE OF THE DIRECTOR 


AuG § 1975 


Honorable Fernand J. St. Germain 
Chairman, Subcommittee on Financial 
Institutions Supervision, Reguiation 
and Insurance 
Committee on Banking,. Currency and Housing 
House. of Representatives 
Washington, D.C. 20515 


Dear Mr. Chairman: 


This will acknowledge your letter of July 25 requesting further 
information regarding your considera*ion of Title III of H.R. 
8024. 


Your question concerning an inquiry on home financing as part 
of the 1980 census was addressed in my letter of July 31 to you, 
which crossed your letter in the mail. 


We are new preparing answers to the other questions, and we wil] 
respomd as promptly as possible. 


VINCENT P. BARABBA 
Director 
Bureau of the Census 


UNITED STATES DEPARTMENT OF COMMERCE 
Bureau of the Census 
Washington, D.C. 20233 


OFFICE OF THE DIRECTOR 
SEP 16 1975 


Honorable Fernand J. St. Germain 

Chairman, Subcommittee on Financial Institutions, 
Supervision, Regulation, and Insurance 

Committee on Banking, Currency and Housing 

U.S. House of Representatives 

Washington, D.C. 20515 


Dear Mr. Chairman: 


This is in further reply to your letter of July 25, regarding 
the possibility of the Bureau of the Census undertaking the 
geocoding of address files held by lending institutions for 
the purpose of correlating such data with census tract statis- 
tics and publishing the resulting tabulations to serve the 
purpose of Title III of H.R. 8024. 


Though the state of the Bureau technology would permit us to 
undertake the geocoding activities (within the caveats discussed 
below), we foresee a number of serious concerns which, in our 
judgment, preclude our direct participation. First and foremost, 
we would cite the issue of “invasion of privacy" and the public 


perception of the Bureau's role, As you know, the Bureau has 
worked long and diligently to earn the credibility which enables 
it to collect on a continuing basis a wide variety of reliable 
and much needed statistical data. Recent history which has 
recorded excesses and abuses in the use of confidential infor- 
matio: has given rise to justifiable conésern as to how, what, 

and why information is to be collected and utilized. To place 
the Bureau in a position which would mandate lending institutions 
to provide it with information for individual lenders and depositors, 
by address, for the purpose of geocoding and merging the results 
with census data would inevitably raise serious questions in the 
minds and perception of the public as to our motives. 


Questions on income are always the most sensitive, lead to the most 
resistance, and raise the cry of "invasion of privacy" almost auto- 
matically. When coupled in the public mind with demands for infor- 
mation on individual bank accounts and mortgages, the perception could 
cause serious harm to the Bureau's ability to conduct its many and 
varied censuses and sample surveys. I believe that the Census Bureau 
would immediately be accused of maintaining a data bank - with ail 
that that implies. I am, therefore, strongly of the view that this 
program is not consistent with the Bur. w's mission and, since 
resources in the private sector are av-ilable to undertake this work, 
it would not seem either feasible or prudent for the Bureau to become 
directly involved in this undertaking. 


indicated earlier, the Bureau's geographic base files-- 
@ a8 & geocoding resource for many private companies-- 
t this time sufficiently up to date or comprehensive to 
.2. 8024. Our present program is geared to having 
files available for the 1980 census. A speedup 


I must agein emphasize that the present system is applicable only to 
addresses which include street and house mmber informetion. The so- 
called “rural type” addresses, such as Rural Route #4, Post Office Box 
#119, General Delivery, etc., cannot be assigned a specific geographic 
location. A “balance of county” geoeode appears to be the only 
possibility for this group of addresses--et least until such time as 
a nationwide address system is developed which would assign «@ location 
address to every "rural" dwelling in eddition to its mailing address. 


to accomp) 
lved and the extent to which "balance-of-county geocoding” wuld be 


idered permissible. 


Disclosure analysis could be practiced by commercial firms as 
specified; a further safeguard would be for the receiving agencies 
to review the tabulations to make certain that data relating to 
individuals are not being released inadvertently. Whether or not 
iuformation provided by commercial firms could be used successfully 
by the agencies, I am unable to say. 


% hope the above information will be useful to you. Please let me 
know if anytning further is required. 


Sincerely, 


{Signed) -Vincent P._Barabba, 


85-937 C 5 - pt.3 - 27 
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WASHINGTON, D.C. 20515 


July 24, 1975 


Honorable Garth Marston 
Acting Chairman 

Federal Home Loan nk Board 
320 First Street, N.W. 
Washington, D. C. 20552 


Dear Mr. Marston: 


On behalf of the Subcommittee, I would like to express my 
appreciation for the testimony of Board Member Perry and members 
of your staff on H.R. 8024 and other matters relating to the 
FINE Study. As I stated to Mr. Perry at the hearings, I had 
several questions which I did not have an opportunity to ask 
and which I would like aiswered for the record. 


1. At page 359 of tut hearing transcript, Mr. Perry stated 
that the Federal Home Loan Bank survey in Chicago was deficient 
because it did not include information relating to the demand for 
mortgages. Several members of the Subcommittee indicated that 
demand data would be useful in connection with the information 
that would be required to be reported under title III of H.R. 8024. 
The bill would not preclude a lending institution from supplementing 
the required disclosures with information related to demand or with 
other information, such as other types of investments made by the 
institution. 

(a) Would the Board prefer to see an explicit statement 

in the legislation that such supplemental information-may 

accompany the required disclosure? 

Under the pilot Fair Housing Information Survey, 
conducted in i8 SMSAs, lenders were required to keep 
2jected loan applications. 


(b) Did that not provide a measure of loan demand by 
census tract or zip code? 
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(c) Is it practicable to require lenders to keep track 
of every inquiry regarding loan availability that they 
receive by census tract or zip code? 


(ad) What alternative methods might be used to determine 
loan demand? 


2. I understand that information from Forms B and C have 
already been released by the Federal Reserve Board and the 
Comptroller and that you have the data from Form A in preliminary 
form 

(a) Is the Board evaluating the lending practices of 

savings and loan associations as disclosed by that 

information? 


(b) Has the Board pinpointed cases of possible discrimi- 
nation where its examiners should make follow-up 
examinations? 


(c) Has the Board found the information to be useful in 
determining where to concentrate its examination efforts? 


3. The information collected by the agencies under the pilot 
survey, especially in the 12 SMSAs where it was collected on the 
basis of census tracts, is directly relevant to title III of 
H.R. 8024. The information, when correlated with census infor- 
mation on the ages and prices of housing and the incomes of 
residents, could disclose possible redlining of white areas as 
well as of minority areas. 


Would you please provide the Subcommittee with such correla- 
tions based on the survey? 


4. Mr. Perry and Mr. Platt indicated that census tracts were 
the largest source cf error in your recent Fair Housing Survey. 
Mr. Platt indicated (at page 378 of the transcript) that the reasons 
for this were the unfamiliarity of the lending institutions with 
census tract maps, the instructions for the forms, address-matching 
books and tapes, and the difficulty of getting and translating 
the Census Bureau information. Thus, it wovld seem that much of 
the cost and confusion you encountered were one-time, start-up 
problems that would soon disappear under a program like that 
contemplated by title III of H.R. 8024. I recommended to 
Mr. Barabba of the Census Bureau that the Bureau and HUD and 
the financial institutions regulatory agencies should meet before 
the mark-up of H.R. 8024 to discuss implementation of title III 
and report back to the Subcommittee. 


, 


Honorable Garth Marston 
July 24, 1975 
Page Three 


(a) Would you please be sure that such a meeting occurs? 


(b) In connection with costs, did the Board collect any 
systematic information from the financial institutions 
during or after the Fair Housing Survey? 


(c) During the survey, to what extent did the Board monitor 
compliance to discover difficulties with the forms and 
evasions of the requirements? 


5. During the hearing, Mr. Rousselot (at page 376 of the 
transcript) observed, "The original concept of a savings and loan 
or mutual savings bank was to have a facility at the local level 
that would make it possible for people who kept their savings 
there to get loans for housing." Yet, we have heard testimony 
from grass roots community groups that the demand for home loans 
by creditworthy people, on sound older homes in sound neighbor- 
hoods, is not being met. We have also heard from industry 
representatives of an expected negative impact of disclosure 
on the secondary mortgage market which involves the export of 
savings to other cities and states. 


In my opinion, the primary obligation of a savings and loan 
association should be to lend to its local community, and the needs 
of other “capital short” areas should be a matter of secondary 
concern. 

(a) Does the Federal Home Loan Bank Board have a different 

view of the role of savings and loan associations? Please 

explain your answer. Q 
(b) Is it the Board's position that savings and loan 
associations should seek the greatest possible return on 
its investments -- lending outside its own community to 
get a higher yield -- when there is demand locally by 
creditworthy borrowers for funds to purchase or rehabilitate 
perfectly sound older homes? 


(c) Have most savings and,loans generally preferred to 
make loans on new construction rather than on existing 
homes? If so, is this because there is a greater return 
for less effort on such loans? 


(d) Has the Board taken any regulatory action to encourage 
S & Ls to finance sales of existing homes? 


Honorable Garth Marston 
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(e) Are there differences between large multibranch 
associations and small associations in terms of the 
degree to which they lend in their communities where 
their offices are located? 


(£) Is any supervisory exception made when a Board 
examination discloses that a savings and loan associa-~ 
tion is lending most of its funds outside of the 
community it is supposed to be serving? 


(g) In connection with an application for a new branch, 
what sort of information does the Board require with 
respect to the extent to which the applicant is meeting 
loan demand in areas where it already has offices? 


(h) Please provide the Subcommitteé with information from 
your files on the ten most recently approved branch appli- 
cations relating to lending practices. Please provide 
similar information with respect to the recent aoprovals 
of branches for Columbia and Interstate in the District 

of Columbia. 


(i) When an applicant for a charter or a branch indicates 

that it intends to lend in a particular area, what follow- 
up is made by the Board to see that it, in fact, lends in 

that area? 


(j) Does the Board require any information on lending in 
connection with merger applications or holding company 
acquisitions? : 


(k) Does the Board have any information on the extent to 
which merged or acquired S & Ls have continued to lend in 
areas formerly served by their predecessors? 


(1) How many complaints of redlining has the Board received? 
What action has the Board taken in such cases? Has it 
issued a cease and desist order in any redlining case? 

Could you outline the procedures that are followed in 
investigating a complaint? HK long as it taken to 
investigate such complaints, oY >xample, in the cases 

of the two D.C. associations? 


(m) When a protest, supported by evidence, is made against a 
branch application on the grounds that the applicant is 
not lending in the community it was chartezvd to serve, 
what action is taken by the Board? 
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6. During the hearing, Mr. Moorhead asked (at page 390 of 
the transcript) about cases where Board examiners have cautioned 
S & Ls to avoid over-concentration of loans in an area. In 
response to such criticism, some S & Ls have stopped lending in 
certain areas. What specific steps has the Board taken to 
assure that neither examiners nor the S & LS over-react to 
concentrations of loans? 


7. Mr. Moorhead also asked (at page 389) about the problems 
faced by borrowers who need only relatively small loans. The 
Subcommittee is concerned about the apparent preference of the 
industry for larger loans on high priced homes. I mentioned in 
connection with the tax credit proposal in the Financial Institu- 
tions Act that it doesn't seem reasonable to encourage the 
institutions to invest in luxury housing and second homes at the 
expense of housing for middle class families. 

(a) Please supply the Subcommittee with information on the 

percentage of S & L funds going to borrowers above and below 

the median income for the SMSA where the loans are made. 


(b) Please supply information on the extent to which S & Ls 
are lending their funds on second homes and vacation pr perties. 


(c) I also asked (at page 426 of the transcript) for the 
Board's ideas on an alternative to the FIA's tax credit 
that would encourage loans for moderate and middle income 
housing but leave luxury and vacation housing to the 
forces of the marketplace. 


8. Mr. Perry (at page 390 of the transcript) and several 
other witnesses recommended a program of coinsurance or reinsurance 
that would spread the risks among lenders and encourage them to 
lend in declining but basically sound areas they regard as “high 
risk" areas. The Subcommittee would appreciate a more definite 
Proposal for such a program with some estimate of its costs. 


9. Mr. Perry stated (at page 391 of the transcript) that 
the Board encourages suburban institutions to make loans in older 
neighborhoods. Please tell us what specific actions the Board 
has taken in this regard and supply us with figures indicating 
the extent to which suburban lenders are, in fact, lending in 
older neighborhoods. 
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10. On Page 10 of his prepared statement, Mr. Perry stated 
that local governmental bodies have committed Community Development 
Ravenue Sharing funds to NHS high risk revolving joan funds. Have 
you encountered the problem that some cities lack the legal 
authority to commit government funds to a nongovernmental , 
nonprofit corporation? ee 


ll. Has the Board found any cities willing to copy the 
model MBS programs you have established without Board encouragement 
and assistance? : 


12. On page 29 of Mr. Perry's prepared statement, he discussed 
the Board's proposed regulation relating to disclosure of an 
association's membership list. I have been pleased to see the 
Board's concern with privacy -—- especially in your EFTS regula- 
tions — bet I am concerned about how this proposal might affect 
a possible proxy context in an association. 

(a) Please explain the purpose of this regulation and 

what you expect its effect will be. 

(b) If dissident account holders wanted to limit their 

expenses in a proxy by concentrating on certain zip code 

areas, would this be possible? 


13. On page 19 of Mr. Parry's prepared remarks he referred 
to check guarantee service units which are convertible to CBCTs. 
Could you be more specific about what these are and where they 
are being used? 


14. In the testimony the Subcommittee received from the bank 
regulatory agencies, several suggestions for reform and strengthening 
of the regulatory structure were made. The Subcommittee would be 
pleased to learn of reforms which the Federal Home Loan Bank 
Board believes are needed, especially in relation to the Supervisory 
Ret, holding companies, and the prevention of failures. 


I realize that this is a rather long List of questions, but 
the Subcommittee will greatly appreciate your considered responses. 
Again, let me express my sincere appreciation for the Board's 
cooperation in the hearings and its willingness to work with the 
Subcommittee in an effort to reach agreement on title II, the 90-day 
EFTC moratorium. I might add that I was Gelighted to learn that 
our respective staffs have already begun aiscussions on this matter 
and that within the next few weeks the Subcommittee will be receiv- 
ing your suggestions on title II. 


Sincerely, 
Fernand J. St Germain 


Chairman 
FIStG:hNh 


320 First Sweet, N.W 


rN Washington, 0.C. 20552 


Federai Home Loan Bank System 
Federal Home Loen Mortgage Corporation 
Federai Savings and Loan insurance Corporation 


Federal Home Loan Bank Board 


GARTH MARSTON, Acting Chairman 


SEP 8 1975 


Honorabie Fernand J. St Germain 

Chairman 

Subcommittee on Financial Institutions, 
Supervision, Regulation and Insurance 

Committee on Banking, Currency and Housing 

United States House of Representatives 

Washington, D.C. 


Dear Mr. Chairman: 


The Federal Home Loan Bank Board is pleased to respond 
to the questions contained in your letter to me of July 
24, 1975, as follows: 


Q: "1. At page 359 of the hearing transcript, Mr. Perry 
stated that the Federal Home Loan Bank Survey in Chicago 
was deficient because it did not include information re- 
lating to the demand for mortgages. Several members of the 
Subcommittee indicated that demand data would be useful 

in connection with the information that would be required 
to be reported under title III of H.R. 8024. The bill would 
not preclude a lending institution from supplementing the 
required disclosures with infermation related to demand or 
with other information, such as other types of investments 
made by the institution. 


(a) Would the Board prefer to see an explicit 
statement in the legislation that such supplemental 
information may accompany the required disclosure? 

Under the pilot Fair Housing Information Survey, 
conducted in 18 SMSAs, lenders were required to keep 
rejected loan applications. 


(b) Did that not provide a measure of loan 
demand by census tract or zip code? 
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(c) Is it practicable to require lenders to 
keep track of every inquiry regarding loan avail- 
ahility that they receive by census tract or zip 
code? 


(d) What alternative methods might be used to 
determine loan demand?" 


A: l(a). The Fair Housing Information Survey (FHIS) 
provided a standardized mechanism for measuring mortgage 
demand by asking all persons inquiring at an insti- 
tution's office about the avzilability of mortgage 
money to complete the FHIS form. Thus all partici- 
pating institutions in each SMSA were to maintain 
comparable information on mortgage demand. Unless 

there are at least specific guidelines, if not a 
standardized form, for collecting an¢ maintaining 
information on mortgage inquiries, “mortgage demand" 
figures from different institutions would result in 
nen-comparable data. If there were not some stand- 
ardized means of collecting mortgage demand information, 
as with the FHIS survey, information from different 
institutions would be difficult or impossible to com- 
pare. However, we do not object to a legislative 

state! that disclosure of supplemental information 

is encouraged. 


1(b)< Although retention of rejected loan appli- 
cations offers some measure of loan demand from 
each institution or its branches, it is an awkward, 
time-consuming, expensive and incomplete means of 
doing so. First, they would include only written 
applications actually submitted by would-be bor- 
rowers, and none of the unwritten inquiries made in 
person or by the telephone which also indicate actual 
mortgage demand from a particular institution. Re- 
jected loan applications do not therefore fully measure 
the number of persons interesteu in obtaining a loe% 
from that institution. Second, loan application forms 
are not designed for readily showing the information 
called for by H.R. 8024 and are an awkward and incon- 
venient way of maintaining such information. Finally, 
neither the FHIS nor H.R. 8024 include data from 
mortgage bankers and other lenders not regulated by 
the financial regulatory agencies, and the absence 
of such data seriously distorts any attempts to 
determine overall loan demand in particular geographic 
areas, 


Honoravle Fernand J. St Germain 
Page Three 


l(c). Form A of the FHIS required lenders to keep 
track of any inquiry regarding loan availability by 
having all individuals appearing at an office of an 
institution to inquire about a mortgage loan complete 
the FHIS form. Inquiries by telephone were not included. 
One problem we have found in the collection of FHIS 
data is thet apparently not all institutions applied 
the same criteria in determining which persons should 
complete FHIS forms, and it does not appear that the 
forms submitted fully represent all persons visiting 
loan offices. In light of this experience, it seems 
that to require completed applications of all inquiries, 
no matter how informal, may be self-defeating in that 
it places too great a burden on both institution and 
applicant. 


1(d). Maintaining the H.R. 8024 data on a separate 
Single sheet together with the rest of the mortgage 
application, as was done with the FHIS, should be a 
practicable means of maintaining this information. 
Institutions could fairly conveniently obtain and 
retain such forms for a period of several years, or 
until the information was accurately summarized, and 
then discard the forms. 


Q: "2. I understand that information from Forms B and C 
have already been released by the Federal Reserve Board and 
the Comptroller and that you have the data from Form A in 
preliminary form. 


(a) Is the Board evaluating the lending practices 
of :avings and loan associations as disclosed by that 
information? 


(b) Has the Board pinpointed cases of possible 
discrimination where its examiners should make follow- 
up examinations? 


(c) Has the Board found the information to be 
useful in determining where to concentrate its 
examination efforts?" 


A: 2(a). Examination of form A data for its accuracy 
and quality has now been completed, as indicated in 
the material we released to the public on August 19, 
1975. We have provided copies of this material to 
each Member of your Subcommittee. The Bank Board is 
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currently analyzing and evaluating this data. 


2(b). 


completeness, 
have exceptionally 
high or es of loan accep 
or of non-volunteer 
Such high or low rates May indi 
understand the directions, 
and submit forms from ail sa 
unavailabilit unds during that 
period, tand the reasons for 
i he data, some insti- 
mined and we are 
Ping procedures to accomplish 


be able to evaluate 
information in deter- 

g S examination efforts 
until the follow-up examinations described in 2(b) 
have been conducted and the results of those exami- 
nations correlated with the data which triggered them. 


QO: °3...: The information collected by the agencies under 
the pilot Survey, especially in the 12 SMSAs where it was 


collected on the basis of census tracts, is directly relevant 
to title III of H.R. 8024. The information, when correlated 
with census information on the ages and prices of housing 

and the incomes of residents, could disclose possible red~ 
lining of white areas as well as of minority areas, 


"Would you please Provide the Subcommittee with such 
correlations based on the survey?" 


A: 3. Tests conducted during our Processsing of the FHIS 

data to ascertain the accuracy of the census tract designations 
indicated that the err (see our answer 

to question 4 for more In these tests, 
randomly sampled addres: e€ manually 
recoded and compared wit tract coding 

on the FHIS form. ij 


correct. 
accuracy of the remai 
insufficient address 
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This, therefore, raises substantial doubt as to the useful- 
ness of correlating such inaccurate FHIS data with census 
information on the ages and prices of housing and the income 
of residents. The Bank Board's staff has not yet determined 
whether it will proceed with such correlations in the face 
of the known inadequacy of the data, but we would certainly 
be pleased to make available to the Subcommittee the results 
of any analysis we do conduct with the census tract data 
from the survey. 


Q: “4. Mr. Perry and Mr. Platt indicated that census 
tracts were the largest sou ce of error in your recent 
Fair Housing Survey. Mr. Platt indicated (at page 378 

of the transcript) that the reason for this were the 
unfamiliarity of the lending institution with census tract 
maps, the instructions for the forms, address-matching books 
and tapes, and the difficulty of getting and translating 
the Census Bureau information. Thus, it would seem that 
much of the cost and confusion you encountered were one- 
time, start-up problems that would soon disappear under a 
program like that contemplated by title III of H.R. 8024. 
I recommended to Mr. Barabba of the Census Bureau that the 
Bureau and HUD and the financial institutions regulatory 
agencies should meet before the mark-up of H.R. 8024 to 
discuss implementation of title III and report back to the 
Subcommittee. 


° 


(b) In connection with costs, did the Board 
collect any systematic information from the financial 
institutions during or after the Fair Housing Survey? 


(c) During the survey, to what extent did the 
Board monitor compliance to discover difficulties 
with the forms and evasions of the requirements? 


A: 4. Census tracts are the largest source of error in 
the Fair Housing Information Survey, as Mr. Perry and 

Mr. Platt indicated during their testimony in July. Since 
that time, the Bank Board's staff and a private contractor, 
with the cooperation of the San Antonio Council of Governments, 
have re-encoded and checked for accuracy t.2 census tract 
designations on randomly selected FHIS forms from Chicago, 
Washington, and San Antonio. The results are startling: 

In Washington, D.C., 46% of the census tract designations 
on the 308 sampled forms were correct, 30% were ascertained 
to be wrong, and 24% could not be evaluated because of in- 
sufficient address information. In Chicago, 38% of the 808 
census tract designations checked were correct, 34.2% were 
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incorrect, and 27.8% could not be ascertained. In San 
Antonio, 52% of the 209 census tract designations were 
correct, 31% were incorrect, and 17% could not be determined. 
Thus, even with a computer ADMATCH program less than 80% 

of the addresses from FHIS forms could be encoded into 

census tract because of deficiencies in address information. 


In an attempt to determine whether unfamiliarity with census 
tract encoding is a major factor contributing to the high 
error rates observed, the Board is now taking a random 
sample of forms submitted by the State-chartered savings 

and loan associations in the San Diego SMSA to test the 
accuracy of ‘the census tract data reported by institutions 
which routinely prepare reports using census tract data 
required by the California Savings and Loan Commission for 
several years. i 


Prior to the June 1, 1974 starting date for the survey, 

the Bank Board's staff checked with several offices in the 
Bureau of Census and with a number of sources in each of the 
cities included in the project to seek assistance from lenders 
participating in the survey. Although there are some very 
helpful types of locator aids available for census tracts 

in some cities, our experience was that the existence of 
such aids is the exception and not the rule. For example, 
our contacts with both the Census Bureau and the Chicago 
City Government failed to produce usable aids for that 

city. The only map which showed all streets and block 
numbers on all blocks for the City of Chicago, was available 


only from a private company at a cost of $800 per set of 
maps. 


Some of the errors in census tract coding seem to be inherent 
in the coding process. As a result of the experience we 
gained while attempting to code census tracts for actual 
addresses during our efforts to determine the accuracy of 
submitted census tract data, we now have substantial questions 
about the feasibility and accuracy of such a process until 
the Bureau of Census has a complete street-by-street, block- 
number~-by-block number plat for every SMSA and an index 
similar to that of the Postal Service zip code index showing 
census tract for every street address. Until such time, the 
use of census tracts, however skilled the encoder may be, 
will be a difficult, frustrating, time-consuming process 
which at best will produce data of dubious reliability. 
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The census tract system was designed for use by census 
takers, and all census tract aids are oriented toward that 
type of use, i.e., going from census tract to address, not 
from address to census tract. The type of use involved 

in the FHIS, seeking to locate census tract numbers for 
addresses which do not appear in consecutive order for a 
given street but instead appear randomly, strains the 
existing system too far. Although analysis by census tract 
may be desirable because of the detail it can theoretically 
show, the inaccuracies we have found in the FHIS data seem 
to preclude any reliance on such detail. 


During the s*rvey the Board did not systemtically ce-‘lect 
information from the participating financial institutions 

on the costs involved. However, the Board did conduct, 
through a private contractor, a series of visits to selected 
participating institutions to interview their personnel. 

From interviews with the loan officers it was estimated that 
the loan officers spent an additional 10 minutes per appli- 
cation on the FHIS form. It was also found that there was 

a fair degree of variance in institutions’ compliance with 
FHIS instructions. Some institutions were more conscientious 
than others, some institutions did not understand the 
instructions, and some institutions encountered serious 
problems in complying. We will be able to more accurately 
determine the extent of compliance and the problems encountered 
by participating institutions during followup examinations 

of selected institutions. 


Q: "5. During the hearing, Mr. Rousselot (at page 376 

of the transcript) observed, 'The original concept of a 
savings and loan or mutual savings bank was to have a 
facility at the local level that would make it possible 
for people who kept their savings there to get loans for 
housing.' Yet, we have heard testimony from grass roots 
community groups that the demand for home loans by credit- 
worthy people, on sound older homes in sound neighborhoods, 
is not being met. We have also heard from industry repre~ 
sentatives of an expected negative impact of disclosure on 
the secondary mortgage market which involves the export of 
savings to other cities and states. 


“In my opinion, the primary obligation of a savings 
and loan association should be to lend to its local com- 
munity, and the needs of other “capital short" areas 
should be a matter of secondary concern. 
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(a) Does the Federal Home Loan Bank Boad have 
a different view of the role of savings and loan 
association? Please explain your answer," 


A: 5(a). Our answer to this question depends upon what 
is meant by the phrase "primary obligation of a savings and 
loan association. . . to lend to its local community”. 
Traditionally, savings and loan associations have been 
locally oriented in their mortgage lending operations, 
and data on location of mortgage loans in merger and 
holding company applications submitted to the Bank Board 
indicate that the bulk of mortgage lending continues to 
be concentrated in the county or counties from which 
deposits are drawn. Whether this implies that savings 
and loan associations are lending in their local com- 
munity hinges on how one defines local community. 


Unfortunately, the meaning of “local community" has become 
blurred as a result of the rapid growth of amorphous metro- 
politan areas. A large proportion of present residential 

areas did not exist ten or twenty years ago because of the 
explosive geographical expansion of population. Concomitant 
with this, there has been substantial mobility of households 
since the end of World War II and much less attachment of 
individuals, particularly those who are younger, to particular 
neighborhoods. 


As a result, large shifts of population have created a 
Situation where the demand for funds in many areas has 

not been in balance with the supply of funds generated by 
local lending institutions. By definition, the import of 
funds to newly created residential areas -- which are capital 
deficit areas -- requires that an equivalent amount of funds 
be exported from other areas. New residential areas do not 
have adequate funds from local financial institutions to 
finance their development, and it takes many years for new 
local financial institutions or newly created branches in 
these areas to utilize the savings potential of the new 
residents. 


We note that the question states that the need of “other” 
capital short areas should be a matter of secondary concern 
to savings and loan associations. In our opinion, a basic 
issue is whether the community served by a savings and loan 
association is, in fact, a capital deficit (short) area or 
whether some proportion of funds is best lent to other com- 
munities. This raises the knotty question of how to define 
capital deficit (short) and capital surplus areas. In any 
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case, however, given the shifts of population, it is 
inevitable that significant shifts i. funds geographically 
have had to occur. These shifts, of course, could reduce 
the cost of borrowing to families in those areas. 


Savings and loan associations have had the geographical 
areas in which they lend progressively broadened through 
statutory and regulatory changes at both the state and 
Federal level. Congress itself has enacted legislation 
that has increased the mortgage lending territory of 
savings and loan associations so that an association can 
now originate mortgage loans anywhere within its state as 
well as any additional territory within one hundred miles 
of its home office. (Congress originally limited the 
lending territory to an area within a radius of 50 miles 
of an association's home office' but even this limited 
area was inconsistent with the concept of strictly local 
lending.) In addition, substantial purchases of mortgages 
or participations in mortgages can be made anywhere in the 
country. In practice, however, net purchases of such 
mortgages have been running less than 10 percent of mortgage 
loans made. 


The liberalization in the geographical lending powers of 
thrift institutions has been almost universally endorsed 

by economists who have studied the subject. They have argued 
that the ability to lend over a broader geographical area 
leads to (1) an allocation of funds more in accord with 
Market and homeowner needs, (2) a better diversification 

of the geographic composition of mortgage portfolios so as 

to reduce the overall’ portfolio risk to savings and loan 
association and their depositors, and (3) increased portfolio 
yield so as to make associations more competitive and able 

to pay a higher rate of return to savers. We believe that 
these arguments should not be overlooked when seeking solutions 
to possible discriminatory lending. 


Any attempt to force mortgage lending into too close an 
alignment with the origin of savings accounts or to constrain 
it within a narrow concept of “local community" may actually 
hamper the ability to help provide funds for housing for 
lower income, minority groups. Surveys on savings accounts 
by the Survey Research Center, Institute tor Social Research, 
University of Michigan, and others indicate that these come 
disproportionately from higher income and older individuals. 
A relatively small proportion of the dollar volume of savings 
accounts comes from low income groups generaliy and younger 
families who are in the housing market for the first time. 
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It has been our obeéivation, moreover, that savings from 
Older people, in oider "»ighborhoods, help meet the demand 
for mortgage funds es resuired by their sons and daughters, 
who tend to chowse newer areas. There is, thus, a basic 
mismatch between tiie origin of savings accounts and the need 
for housing credit from either a social or a free market 
point of view. 


It appears to us that the basic concern of this Subcommittee 

is the lack of adequate funds needed to preserve or rehabilitate 
older neighborhoods. We believe that the quest for a solution 
to this problem need not imply that we go back mechanically 

to the historical roots of savings and loan associations 

as being designed to serve a nari owly circumscribed concept 

of local communiiy. Homeowners' needs have changed and so 

must the institutions serving them. 


Q: "(b) Is it the Board's position that savings and 
loan associations should seek the greatest possible return 
on its investments -- lending outside its own community to 
get a higher yield -- when there is demand locally by credit- 
worthy borrowers for funds to purchase or rehabilitate 

fectly sound older homes?" 


4: 5(b). In answering this question, it appears to us that 
there is an inevitable ambiguity in what we mean by demand 
by "credit worthy borrowers for funds to purchase or re- 
habilitate perfectly sound older homes." The real question 


is how we define "credit worthy" and what we mean by "sound 
elder homes." These terms are subject to varying inter- 
pretations, and it is understandeble that some local community 
groups may differ in their interpretation of these terms 

from that of others or of some lending institutions. 


We believe that it is good business practice as well as sound 
public policy for savings and loan associations to give rea- 
sonable priority to mortgage lending in the general areas 

from which they derive their savings. Yet we believe that 
associations cannot ignore the need to earn an adequate return 
on their mortgage portfolio. This may inevitably lead financial 
institutions to do some lending in areas where mortgage yields 
are higher. Indeed, the ability of savings and loans to compete 
for funds so as to channel adequate money into the housing 
market depends upon their ability to pay a competitive rate 

of return to the saver. Even under rate control, there is 
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still a need to pay attention to portfolio yield, since failure 
tO earn »nough money may make it difficult to add adequately 

to rese:ves necessary to ensure the soundness of the association 
as weli as to be responsive to borrowing needs. 


The need to pay adequate attention to portfolio yield would 

n be solved by imposing a lower rate ceiling. During periods 
of disintermediation, such a lower ceiling inevitably aggra- 
vates the outflow of savings accounts into savings media 

whose interest rete is not controlled. It has also been our 
observation that national secondary mortgage markets have 
narrowed geographic differences on rates of return on mortgage 
loans. The failure to pa; savings account holders an adequate 
rate of return because of insufficient portfolio yield can 
only lead, over the long run, to less money being available 


for the home mortgage market and particularly to the low 
income family. 
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Q: "(c) Have most savings and loans generally preferred 
to make loans on new construction rather than on existing 
homes? if so, is this because there is a greater return 
for less effort on such loans?" 


A. 5(c). Most savings and loan associations have preferred 
to make loans on existing homes. According to the latest 
data available, there are about $2 1/2 dollars in existing 
home sales for each $1 dollar of new home sales. Since the 
vast bulk of home sales require mortgage financing, most 
Opportunities for lending are provided on existing homes. 
Bank Board statistics indicate that, during the present ear, 
through July, savings and loan associations have ient $14.2 
billion in funds for the purchase of previously occupied 
homes compared to $4.2 billion for new homes. It appears 
that there is a considerable conflict in objectives as to 
whether housing credit should be channeled into new homes 

or existing homes since Congressional legislation authorizing 
the Federal purchase of mortgage loans at below private 
Market interest rates has generally specified a strong 
preference that these loans be made for new rather than 
existing housing. Additionally, competition for invest- 
ments is keener: deposits flow more easily today both 

from a geographic standpoint and from the standpoint of 
other investment media, such as Treasury bills and mutual 
money funds. 


Q: "(d) Has the Board taken any regulatory action to 
encourage savings and loans to finance sales of existing 
homes?" 


A: 5(d). From the outset, a primary focus of Board 
programs and related regulations has been on existing 
houses. The fact and degree of commitment to this area, 
is reflected in the statistical materials set forth in 
the answers to question 5(c). 


A recent example of the kind of action that has been taken 

by the Board to encourage savings and loans to finance 

sales of existing homes is provided by the enclosed article 
(Appendix A): The Future Is In Our Cities, which is based on 
an address by the Director of the Office of Housing and Urban 
Affairs to the Unites States League of Savings and Loan Asso- 
ciations. Creation of that Office itself reflects Board 
interest in this area. 
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Q: "(e) Are there differences between large multibranch 
associations and small associations in terms of the degree 
to which they lend in their communities where their offices 
are locaced?" 


A: 5(e). We do not have the data that would be necessary 
to answer this question. (We also note the absence of data 
below to answer other questions. ) 


Data submitted on merger applications to the Board generally 
indicate the counties in which the merging institutions 

lend their money but make no attempt to break this data down 
into local communities. It is our impression, however, that 
large multi-branch associations concentrate their mortgage 
lending in counties in which their offices are located or 
from where their savings are generated. We cannot tell 

the degree to which these mortgage loans ace made in more 
narrowly defined geographical areas. 


In lending in their "communities", however defined, it 

would appear that small associations are more restricted 

in the geographical range in which they lend money. This is 
because of the constraint which their limited resources and 
staff puts on them in terms of seeking out mortgage outlets. . 


It is our observation that large multi-branch associa- 
tions take advantage of their superior knowledge of a large 
number of different housing credit markets to shift funds 
among these markets in accord with changes in demand and 
yields available on mortgage loans as they perceive them. 
Most of the funds appear to be invested in the general 
areas from which savings accounts are solicited, but 
there is probably no simple correlation between the 
amount of savings generated from a particular area or 
community and the amount of mortgage loans made in that 
area. 


Q: "(£) Is any supervisory exception made when a Board 

examination discloses that a savings and loan association 
is lending most of its funds outside of the community it 

is supposed to be serving?" 
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A: 5(£). The key question that must be answered in such 
a situation is, "Why is the association lending most of 
its funds outside of its community?" It is our experience 
that the savings and loan associations are quite conscious 
of and responsive to the need to serve their community. 
They do this very well. However, there are situations 
where it becomes necessary for them to lend substantial 
portions of their funds in other areas. And, of course, 
existing legislation contemplates just such a broadened 
range of investment opportunities. 


To remain financially viable and to afford both protection 
and a competitive rate of interest to its depositors, a 
savings and loan association must keep its assets invested 
in a sound portfolio which yields a satisfactory rate of 
return. As savings flow into the association, they are 
first directed to meeting the effective loan demand of the 
community. There are times, however, when the community's 
propensity to save outstrips its demand for housing funds. 
In such cases a capital surplus is created which must find 
an outlet. The answer is often to move such excess funds 
to capital-short areas outside of the community. 


Another important aspect to be considered is the available 
rate of return that can be obtained. In periods of high 
interest rates, such as the recent experience, the asso- 
ciations find that the interest rates that they must charge 
on loans in order to remain profitable are often in excess 
of local usury ceilings. When this occurs it is desirable 
to direct funds to areas where satisfactory rates can be 
obtained. 


The problem that the associations must continue to face and 
solve is the need to render the greatest service to both 
their depositors and borrowers. This entails assuring that 
their loan portfolio reflects a distribution of funds that 
obtain a prudent balance between maximum yield and minimum 
risk to the association and to its depositors. 


Ordinarily, the examination report discloses those aspects 

of the association's operations which may be indicative of 
adverse trends, unsafe or unsound practices, violations of 
law or regulations and other matters of supervisory concern. 
The association's lending policies and practices are scruti- 
nized as well as any imbalance in its loan portfolio. Con- 
centrations in certain types of loans, properties, borrowers 
or locations are reviewed and analyzed in determining adverse 
effects which may devolve from such loan concentrations. 
Scrutiny is given to loans beyond the regular lending area, 
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statewide or nationwide, and determinations are made with 
respect to such loans conforming to various regulatory 
restrictions placed on such lending by the supervisory 
authorities. The normal lending territory may extend beyond 
50 miles from the association's principal office depending 
upon the aggregate of its scheduled items as a percentage 
of specified assets. 


Q: "(g) In connection with an application for a new 
branch, what sort of information does the Board require 
with respect to the extent to which the applicant is 
meeting loan demand in areas where it alreadv has offices?" 


A: 5(g). In looking at a branch application we are 
primarily concerned with the potential for attracting 

savings capital from the community or communities to be 
served by the proposed branch. We require information 
concerning the applicant's mortgage penetration of the 
primary service area to provide us with a demographic 
overview of the area. In addition, information is sub- 
mitted respecting the need for home loan funds within the 
service area. The question of whether an epplicant is meeting 
loan demand in areas where it has existing offices at times 
is commented on by both the branch applicants and branch 
protestants. Once a branch is approved there is no follow-up 
to judge loan demand within the given market nor are there 
any guidelines to determine whether or net such loan demand 
is being satisfied, although profitability of an association 
from an overall standpoint is certainly a factor in branch 
analysis. 


Q: "“(h) Please provide the Subcommittee with information 
from your files on the ten most recently approved branch 
applications relating to lending practices. Please provide 
similar information with respect to the recent approvals 

of branches for Columbia and Interstate in the District 

of Columbia." 


A: Sth). 
Columbia FS&LA, Washington, DC #0889 
Branch at Spring Valley Shopping Center 12/74 

4857 Massachusetts Avenue, NW 


Mortgages in_Primary Service Area (PSA) Dollar Amount 
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Current (12/74) #2 ' $9,746,885 
1973 : 301,100 
1972 403,300 
1971 409,400 


Savings in FSA Dollar Amount 
Current (12/74) Se 923,055,089 
1973 ) 1,304,551 
1972 94 3,152,930 
1971 2,859,710 


Interstate BA, Washington, DC 
Branch at 20th and M Streets, 


Mortgages in PSA: none [commercial not dential area]. 
Savings in PSA: Present (1972): -179 valued at SL, 253,839 
- 72 valued at 567,180 
$ 72 valued at 242,652 
- €7 valued at 245 215 


In evaluating the above data, the Subcommittee should 
bear in mind that the above figures are amounts due on the 
date indicated, that institutions do not follow a uniform 
practice regarding the assignment of loans to particular 
otfice locations, and that some savers today place savings 
in an office location near their place of employment and yet 
receive a mortgage loan on their home remote from that office 
location. 


Lending Practice Data from Ten Most Recently Approved Appli- 
cations (Board Meeting of July 30, 1975): 


l. Baltimore FS&LA, Baltimore, Maryland #1718 
85 mortgages in PSA with a dollar amount of $963,572 


equaling 0.19% of the dollar amount of the association's 
total mortgage portfolio. 
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104 savings accounts in PSA with a dollar amount of $780,481 
equaling 0.16% of association's total savings. 


Mid-America FS&LA, Cicero, Illinois #2098 
Branch in Wheaton, Illinois 


235 mortgages in PSA with a dollar amount of $7,228,856 
equaling 3.24% of association's total mortgage portfolio. 


210 savings accounts in PSA with a dollar amount of $676,986 
equaling 0.35% of association's total savings. 


St. Paul FS&LA of Chicago, Chicago, Illinois #0070 
Branch in Wheaton, Illinois 


465 mortgages in PSA with a dollar amount of $10,330,800 
equaling 2.8% of association's total mortgage portfolio. 


625 savings accounts in PSA with a dollar amount of $2,923,851 
equaling 0.69% of association's total savings. 


Century FS&LA of Long Island, Cedarhurst, New York #1811 
Branch in Plainview, New York 


5 mortgages in PSA with a dollar amount of $147,000 
equaling 0.03% of mortgage portfolio. 


Concordia FS&LA, Evergreen Park, Illinois #3366 
Branch in Alsip, Illinois 


598 mortgages in PSA with a dollar amount of $9,365,000 
equaling 10.4% of association's mortgage portfolic. 


2,501 savings accounts in PSA with a dollar amount of 
$11,185,00 equaling 13.9% of total savings. 


First FS&LA of Billings, Billings, Montana #4131 
Branch in Billings, Montana 


1,305 mortgages in PSA with a dollar amount of $22,963,745 
equaling 59.13% of association's mortgage portfolio. 


-4,419 savings accounts in PSA with a dollar amount of 
$19,349,699 equaling 50.12% of association's savings. 


Honorable Fernand J. St Germain 
Page Eighteen 


7. 


City FS&LA, Elizabeth, New Jersey #1531 
Branch in Bernardsville, New Jersey 


63 rt ag in PSA with a dollar amount of $1,252,255 
equaling 0.194% of association's total mortgage portfolio. 


301 savings accounts in PSA with a dollar amount of 
$1,135,638 equaling 0.173% of association's total Savings. 


Boxley FS&LA, Boxley, Georgia #3292 
Branch in Hazlehurst, Georgia 


271 mortgages in PSA with a dollar amount of $2,490,035 
equaling 25% of association's total mortgage portfolio. 


500 savings accounts in PSA with a dollar amount of 
$2,616,441 equaling 24% of association's total savings. 


First FS&LA of Morrilton, Morrilton, Arkansas #2532 
Branch in Russellville, Arkansas 


274 mortgages in PSA with a dollar amount of $5,851,200 
equals 32.3% of association's total mortgage portfolio. 


252 savings accounts in PSA with a dollar amount of 
$1,537,976 equaling 8.51% of association's total savings. 


Home FS&LA of Savannah, Savannah, Georgia #5669 
Branch in Hinesville, Georgia 


20 mortgages in PSA with a dollar amount of $292,817 
equaling 9.85% of association's total mortgage portfolio. 


53 savings accounts in PSA with a dollar amount of 
$273,390 equaling 0.89% of association's total savings. 
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Q: “(i) When an applicant for a charter or a branch 
indicates that it intends to lend in a particular area, 
what follow-up is made by the Board to see that it, in 
fact, lends in that area? 


A: 5(i). At the time of branch applications data relating 
to the number and the amount of outstanding mortgages which 
the applicant has in the proposed service area is obtained. 
However, no follow-up as such is made by the Board to analyze 
the extent to which the applicant has been meeting loan 
demand. However, the extent of the association's lending 

may be placed at issue in connection with a subsequent 

branch application. 


Q: "(j) Does the Board require any information on lending 
in connection with merger applications or holding company 
acquisitions?" 


A: 5(j). Because of possible anticompetitive and economic 
impact considerations, the Board has traditionally obtained 
types of information on lending in connection with holding 
company applications or merger applications. The basic 
forms in these two connections are enclosed (Appendix B). 


As to holding company acquisitions, the type of informa- 
tion required is indicated in item 16, Mortgage Lending Data 
of the enclosed application forms H-(e)2 and H-(e)3. See 


also Items 12 and 13. As to mergers, see Part X, Economic 


Data, Of instructions. These forms are enclosed as 
Appendixes C and D. , 
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Q: "(k) Does the Board have any information on the extent 
to which inmerged or acquired Savings and Loans have continued 
to lend in areas formerly served by their predecessors?" 


A: 5(k). A primary purpose of branch operations is to 
attract savings capital and thereby generate new loans by the 
increase in loanable funds. Through mergers, the surviving 
association broadens its operating base by the acquisition 

of new offices. In processing applications, data is obtained 
on the proposed territory to be serviced and the anticipated 
savings capital which may be generated. The Board has had 
occasion to condition its approval of a proposed merger on 
the understanding that the approval does not constitute a 
change in the lending territory of the disappearing asso- 
ciation. Subsequent applications filed by the association 
will disciose the savings capital of the branches. Although 
branch offices may approve and process loans, data as to the 
extent of such lending is not readily available in the Board's 
records. 


Branch office operations are reviewed and analyzed by the 
examiner during the examination of the association. The 
examiner determines the quality of service to the community 
through discussions with management and by reviewing reports 
from branches and association policies. A branch is evaluated 
on the basis of its contribution to the total operations of the 
association. Some of the factors subject to examination 
include profitability of branch operations, identification 

of weaknesses in operating policies, the association's 
contribution to the savings and borrowing needs of its 

service area, inadequate internal and external controls over 
operations and assets, and the organization structure and 
Planning of branch operations that may result in under- 
utilization of potential savings and lending markets. 


Thus, the examiner will include in his comments thoses 
phases of branch operations which disclose weaknesses in 
policies and operations, adverse trends, unacceptable 
practices, and other matters of supervisory concern. 
Unless some discernible lending patterns were observed at a 
particular branch or merged office, his comment on the 
association's lending policies and practices would apply 
to the association's overall operations. Generally, the 
extent of lending operations at the various branch offices 
are reviewed with management when lending policies and 
practices of the association are discussed. In these 
discussions it may be disclosed whether the association 
is giving special attention or not to new, old or merged 
branches. ' 
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Q: "“(1) How many complaints of redlining has the Board 
received? What action has the Board taken in such cases? 
Has it issued a cease and desist order in any redlining 
case? Could you outline the procedures that are followed 
in investigating a complaint? How long as it taken to 
investigate such complaints, for example, in the cases 

of the two D.C. association?" 


A: 5(1). Since the Board's Office of Housing and Urban 
Affairs began maintaining discrimination files, back in 

1971, until the present, nine (9) “redlining" complaints 

have been received. Of these, one was referred to the 
appropriate Supervisory Agent. It was possible to resolve 
this case to the satisfaction of all parties, with the find- 
ings indicating that no evidence of redlining was present. 
Four other complaints were forwarded to the appropriate 
District Director-Examinations, where an examiner was 
assigned to investigate the matter. The outcome of these 
investigations again disclosed no evidence of redlining. 

One case was handled by first having the Supervisory Agent 
correspond with the association regarding its loan policies 
and procedures, with a copy of the association's response 
going to the complainant. Then at the next regular exami- 
nation (approximately three months subsequent) a study of 

the lending policies and practices and search for patterns 

of discrimination were made. Again no evidence of redlining 
was Gisclosed. Another complaint was sent in by a member of 
a city council. He alleged that a Federal Home Loan Bank 

had ordered an association to refrain from lending in certain 
areas of that city. The council member was assured that this 
allegation was erroneous. One complaint was given in the form 
of an oral argument against the Board's granting approval for 
a branch application. The complainant argued that the appli- 
cation should be denied because he was of the opinion that the 
association had been practicing redlining. After a review of 
of this matter, the application was approved. A subsequent 
letter from the complainant informed the Board that he did 
not consider the matter resolved. The remaining case involves 
the complaint of Mr. Gerard Dunphy against Interstate FS&LA, 
which is still being considered by the Board. 


The procedure followed in investigating the complaints 
discussed above (other than those it has been possible to 
handle by letter) is to assign an examiner to visit the 
association, look at all records concerning the loan or 
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or loan application in question, and attempt to determine 
exactly how and why the association made the particular decision. 
The first factor to be established is that the complainant, 

in fact, made an application for a mortgage loan. In two 

of these cases, it was determined that no application had 

been made. Following the verification of this item, the 
examiner then analyzes the application, performing the same 
tasks as the association in deciding whether mortgage credit 
should be extended. It was in this fashion that a third 
complaint was resolved, as the examiner discovered that the 
appraisal on the property in question was too low to permit 
lending of the amount requested by the prospective borrower. 
Where the examiner has exhausted all material directly related 
to the loan application, he moves to more general matters 
involving the association. It was in this manner that a fourth 
complaint was resolved. Through analysis of the association's 
lending activity, the examiner determined that the association 
had insufficient funds available to extend the credit requested 
by the complainant, and if it were available, it would be at 

a very high interest rate. There are other methods which 

an examiner may employ, such as the persual of loan appli- 
cations which have already been approved or denied by the 
association. Also, a review of the association's borrowers 

by address or zip code would give an indication as to where 
the mortgage funds are going. The average time taken for the 
handling of these complaints is approximately four months, 
with the shortest time being one month and the longest, 

seven. 


As yet no complaint has resulted in the issuance of a cease 
and desist order. As indicated previously, there has never 
been a case where the practice of redlining could be sub- 
stantiated. 


Concerning the two District of Columbia associations, 

the time involved in investigating the complaints was 
approximately six months in the case of Columbia and seven 
months in the case of Intersi->te. Neither investigation 
revealed information on w ich we ccold make a definitive 
finding of discriminatory practices. nowever, a further 
review of Interstate's policies and procedures will be made 
during the next examination which will be conducted in 

the near future. 
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The Bank Board recently has taken other actions respecting 
"redlining". It has filed an amicus curiae brief in a case 
brought in Cincinnati by a married couple alleging that they 
had been the victims of “redlining" by a State-chartered 
savings and loan association whose deposits were insured 
by the FSLIC. The plaintiffs alleged that the defendant 
association turned down their loan solely because of the 
racial composition of the neighborhood in which the house 
which they were seeking to buy was located. The plaintiffs 
are repre sented by the National Committee Against Discrimination 
in Housii 3, and our brief strongly supported their arguments 
that "redlining" was prohibited by Title VIII of the Civil 
Rights Act of 1968 and also by the Board's own regulations. 

We also took the position that the Board possesses sufficient 
regulatory power to prohibit such "redlinina” by thrift 
institutions which are members of the Federai Home Loan 

Bank System, and that our anti-redlining regulations are 

valid and proper. This is the first time the Board or, to 

our knowledge, any of the Federal financial regulatory agencies 
have gone to court in an attempt to combat "redlining" and 

we have been very pleased by the positive response which 

our action has prompted from the plaintiffs, their attorneys 
and the Department of Justice. 


Q: "(m) When a protest, supported by evidence, is made 
against a branch application on the grounds that the appli- 
cant is not lending in the community it was chartered to 
serve, what action is taken by the Board?" 


A: 5(m). A branch application, to be approved, must meet 
the following criteria related to the proposed service area 
of the applied for branch. 


1. There will be at the time the branch is 
opened a necessity for the proposed branch office in 
the community to be served by it; 


2. There is a reasonable probability of useful- 
ness and success of the proposed branch office; and 


3. The proposed branch office can be established 
without undue injury to properly conducted existing 
local thrift and home-financing institutions. 
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Any claim by a protestant than an applicant is not 
lending in the area it currently serves would be considered 
by the Board, and the reasons for the lack of such lending 
would be evaluated to ascertain its effects on the proposed 
branch. However, the expanded concept of an association's 
lending area, as discussed in our answer to question 5, also 
would be considered. 


Q: "6. During the hearing, Mr. Moorhead asked (at page 

390 of the transcript) about cases where Board examiners 
have cautioned Savings and Loans to avoid over-concentration 
of loans in an area. In response to such criticism, some 
Savings and Loans have stopped lending in certain areas. 
What specific steps has the Board taken to assure that 
neither examiners nor the Savings and Loan over-react to 
concentrations of loans?" 


A: 6. Within the framework of the Board, the Office of 
Examinations and Supervision (OES) specifically has the 
responsibility for the conduct of examinations and super- 
visory efforts. Much of the answer to this question lies 
in the organization and operating policies of OES. 


The examiners serve in the fact-finding role. While a 
consider. le portion of their effort is channeled toward 
analysis and interpretation of the factual data, they do 

not take direct corrective action with savings and loan 
associations. Instead, their findings are incorporated into 
a report of examinations. Before release, the reports of 
examinations, as well as the supporting workpaper materials, 
are thoroughly reviewed by senior examiners. This assures 
that the presentation of data is factual, balanced, and 
adequate. The report of examinations is then forwarded 

to the appropriate Supervisory Agent. 


The presidents of the Federal Home Loan Banks are the 
primary Supervisory Agents for the Board. They and their 
supervisory staffs analyze and interpret the data presented 
in the reports of examination. This separation of functions 
from the examining staff assures that a measured and reasoned 
determination of the proper supervisory action is made. When 
the decision is made that corrective actions are necessary, 
it is the supervisory staff that makes contact with the 
association. 


Thece have been cases where the examination findings 

and the supervisory judgments have been that there has been 
an over-concentration of loans. However, the over-concen- 
trations that have proven to be of concern were not based 
on geographical locale. We do review loan concentrations, 
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but basically this is a means of detecting lending of a risky 
nature. Areas of concern would include construction loans 


to speculative builders, loans to non-occupant owners, loans 


to speculative operators involving existing properties, 
and loans on many properties in a single development. 
Experience has shown that excessive concentrations such 
as these are an imprudent practice. 


Q: "7. Mr. Moorhead also asked (at page 389) about the 
problems faced by borrowers who need only relatively small 
loans. The Subcommittee is concerned about the apparent 
preference of the industry for larger loans on high priced 
homes. I mentioned in connection with the vax cr dit 
proposal in the Financial Institutions Act that it doesn't 
seem reasonable to encourage the institutions to invest 

in luxury housing and second homes at the expense of housing 
for middle class families. 


(a) Please supply the Subcommittee with 
information on the percentage of Savings anc Loan 
funds going to borrowers above and below the median 
income for the SMSA where the loans are made. 


(b) Please supply information on the extent 
to which Savings and Loans are lending their funds 
on second homes and vacation properties. 


(c) I also asked (at page 426 of the trans- 
cript) for the Board's ideas on an alternative to the 
FIA's tax credit that would encourage loans for 
moderate and middle income housing but leave luxury 
and vacation housing to the forces of the marketplace.” 


A: 7. Evidence does not indicate a preference of the 
savings and loan industry for larger loans on high priced 
homes. On the contrary, with respect to existing homes, in 
which the Subcommittee seems to be primarily interested, our 
own data on the terms of conventional home mortgages indicates 
that associations finance somewhat lower priced homes than 

do other lending institutions. Savings and loan associations 
have also been active in providing funds for new townhouses 
and condominium units selling at modest prices and have 
generally required higher downpayments on loans made on 
higher priced homes. With respect to the three specific 
questions under number 7, our answers are as follows: 
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(a) We have ne data on the percentage of asso- 
ciations funds going to borrowers according to income. 
We assume that the percentage of association funds, 
and, for that matter, the funds of all other mortgage 
lenders going to home borrowers would be concentrated 
above the median income in SMSA's generally since in 
many instances lower income households tend to be tenants 
rather than owners. Alsc, the bulk of savings deposits 
come from older people, many of whom are retired. As 
a result, one would expect their incomes to be lower 
than those of (younger) borrowers as well as to impact, 
of course, the median income of SMSAs. 


(b) We do not have data on association lending 
on second homes and vacation properties. It is our 
understanding that savings and loans that lend 
funds on second homes and vacation properties are 
usually located in areas where such second or 
seasonal homes exist. 


(c) It would be for Congress to determine whether 
the tax credit should be limited to certain types of 
housing, but we are doubtful whether an alternative to 
the FIA's tax credit could be devised that would provide 
a significant stimulus to moderate income housing. 
Savings and loan associations are very much con- 
strained with respect to the income levels of home 
borrowers that they can serve since sound lending 
requires a reasonable relationship between income 
and housing costs. The inflation in housing costs, 
over which savings and loans have no control, has 
created difficult problems with respect to being able 
to serve the housing credit needs of low and moderate 
and even many middle income individuals. 


Any attempt to devise an alternative tax proposal poses 
the practical problem of defining an expensive home. What 
is meant by an expensive home is quite arbitrary and varies 
considerably among different markets because of the different 
levels of housing prices between metropolitan and rural areas 
and among different geographical sections of the country. It 
is, thus, difficult to formulate guidelines for a tax pro- 
posal designed to discourage luxury housing. 


We doubt, in any case, that the dollar volume of mortgage 


lending on second homes and vacation property and on luxury 
homes by savings and loan associations is a significant 
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percentage of total association mortgage lending, and we 
do not believe that such lending diverts a significant 
amount of funds from moderate or middle income housing. 


Q: "8. Mr. Perry (at page 390 of the transcript) and 
several other witnesses recommended a program of coinsurance 
or reinsurance that would spread the risks among lenders 

and encourage them to lend in declining but basically 

sound areas they regard as "high risk" areas. The Sub- 
committee would appreciate a more definite proposal for 

such a program with some estimate of its costs." 


A: 8. An upper range for the cost of a program of co- 
insurance or re-insurance could possibly be gotten from the 
experience of the Federal Housing Administration under its 
high risk lending programs, and we would defer to the judg- 
ment of the FHA in this respect. What the Bank Board has 

in mind is a co-insurance program that would concentrate 

on areas where the neighborhood is perhaps at a tipping point 
where private funds can stiil do the job. At this stage, 

it is likely that a reasonable amount of mortgage money and 
concerted action by community groups and the local government 
could save the neighborhood without incurring the loss experience 
of FHA in its high risk lending programs. 


There are real difficulties in delineating neighborhoods 
that meet these criteria. However, the experience of the 
Urban Reinvestment Task Force with respect to the Neighbor- 
hood Housing Services program provides sme guidelines for 


framing criteria for these neighborhoods. We believe that, 

if neighborhoods are carefully selected, the cost of a program 
of co-insurance or re-insurance that would spread the risk 
among lenders could be modest in amount. Unfortunately, 

there is no way of coming up with any concrete cost figures. 
Of course, a substantial volume of Federally-insured or 
underwritten mortgage loans may be the only feasible way 

of dealing with the problems of certain older neighborhoods 
where the risks to private lending institutions are too great 
for them to make conventional mortgages. 


Q: "9. Mr. Perry stated (at page 391 of the transcript) 
that the Board encourages suburban institutions to make 
loans in older neighborhoods. Please tell us what specific 
actions the Board has taken in this regard and supply us 
with figures indicating the extent to which suburban lenders 
are, in fact, lending in older neighborhoods." 
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A: 9. Mr. Perry was not referring in this statement to any 
specific actions that the Board has taken. He was merely 
referring to the general urging by Board members and staff 

in the past that savings and loan associations make as 

much of a contribution as feasible to the housing needs of 
moderate income households. It should be noted that the Bank 
System has long had a special program of making long-term 
advances in order to facilitate the ability of savings and 
loan associations to make loans on FHA-insured Federally 
subsidized housing. 


The Bank Board has no data on the extent to which subur- 
ban lenders are lending in older neighborhoods. There are 
many older and deteriorating neighborhoods in suburbs as 
well as in cities. Thus, any difficulties that older 
neighborhoods might have in obtaining funds would not be 
restricted to city neighborhoods alone. 


Q: "10. On Page 10 of his prepared statement, Mr. Perry 
stated that local governmental bodies have committed Com- 
munity Development Revenue Sharing funds to NHS high risk 
revolving loan funds. Have you encountered the problem 

that some cities lack the legal authority to commit 

government funds to a nongovernmental, nonprofit corporation?" 


A: 10. Although some States have prohibitions against 
"gifts to individuals” and "lending the public credit," it 
is our understanding that most of these States have deter- 
mined that these prohibitions do not apply to Community 
Development Revenue Sharing funds. 


Local NHS programs are generally applying for Community 
Development Revenue Sharing funds to augment high risk 
revolving loan funds and to target public works and special 
public service programs in the NHS neighborhood, rather than 
for operating budgets. The philosophy of NHS is to remain 
primarily privately supported, and not become overly dependent 
on public funding. 


Q: "ll. Has the Board found any cities willing to copy the 
mode] NHS programs you have established without Board encourage- 
ment and assistance?" : 


A: ll. A number of cities are undertaking the development 
of municipal versions of NAS programs. In most areas, it 
appears that the ability of the Task Force to convene 
lenders, facilitate formation of a partnership of lenders, 
neighborhood residents and city government and provide 
technical assistance is still a critically needed ingredient. 
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Q: "12. On page 29 of Mr. Perry's prepared statement, he 
discussed the Board's proposed regulation relating to dis- 
closure of an association's membership list. I have been 
pleased to see the Board's concern with privacy -- especially 
in your EFTS regulations -- but I am concerned about how 

this proposal might affect a possible proxy context in an 
association. 


(a) Please explain the purpose of this regu- 
lation and what you expect its effect will be. 


(b) If dissident account holders want to 
limit their expenses in a proxy by concentrating 
on certain zip code areas, would this be possible?" 


A: "1l2(a). In order to be sure we are fully responsive to 
this question, a copy of the proposed regulation - No. 75- 
589 - is enclosed (Appendix E). Its purpose and intended 
effect are set forth succinctly in its preamble, parti- 
cularly at pages three and four. 


12(b). The proposed regulation as presently drafted 
does not specifically limit its applicability to association- 
wide proxy solicitations. Various of its references are, 
however, in that context because that has been the usual 
one. The proposed regulation would permit a dissident 
accountholder to request his proxy solicitation mailing to 
be limited to certain zip codes; any problem involved in 
complying with such a request would be of a "mechanical" 
nature (i.e., sorting out zip codes). There would still 
remain applicable, of course, the substantive standards in 
the proposal which are designed to permit a fair and effective 
means for the solicitation of proxies and other communications 
for any legitimate purpose, and to strike a reasonable compromise 
among the rights of the members who wish to communicate, 
the rights of privacy of other members, and the need to safe- 
guard the association from improper proxy solicitations and 
other communications. 


Q: "13. On page 19 of Mr. Perry's prepared remarks he 
referred to check guarantee service units which are convertible 
to CBCTs. Could you be more specific about what these are 

and where they are being use.?" 


A: 13. There are enclosed a number of news items (as Ap- 
pendix F) making reference to the check guarantee service 


Honorable Fernand J. St Germain 
Page Thirty 


units referred to and how they are being used. Enclosed 
also are items indicating other types of electronic impulse 
units which are not CBCT's but which likewise suggest the 
kinds of newer electronic services being developed by banks. 


Q: "14. In the testimony the Subcommittee received from 

the bank regulatory agencies, several suggestions for reform 
and strengthening of the regulatory structure were made. The 
Subcommittee would be pleased to learn of reforms which the 
Federal Home Loan Bank Board believes are needed, especially 
in relation to the Supervisory Act, holding companies, and 
the prevention of failures." 


A: 14. The Board is very conscious of the need for constant 
attention to possible reforms designed to strengthen the 
regulatory structure. We presently have reviews under way 
of th effectiveness of our supervisory system and how it 
could be further improved. Under the leadership of one of 
our Federal Home Loan Banks, various aspects of holding 
company operations and regulations are being studied. 
Further, we are studying various means to prevent savings 
and loan defaults and the need for additional supervisory 
powers. While we are not prepared to submit substantive 
proposals at this time, you may be assured that the Subcom- 
mittee will receive an, that we may arrive at. 


It is our belief that the greatest single element in 
preventing failures is the conduct of probing examinations 
done at timely and proper intervals. The primary thrust of 
our examining is the review of operating policies and procedures, 
sufficient documentary review to assure ourselves that such 
policies and procedures are operating as purported, and a 
judgment as to whether the results are both lawful and safe 
and sound. We believe such a review should be made at least 
once in each operating fiscal cycle, which we interpret as 
12 months for savings and loan associations. More frequent 
on-site reviews are necessary for those associations which 
have present or developing problems. 


It can readily be appreciated that this approach is more 
productive in the prevention of serious problems than would 
be a mere review of historical financial data which can only 
reflect what has already occurred. While we believe our 
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examining staff has performed admirably, we believe that 
Congressional and Administration approval of additional 
Manpower and the concomitant appropriations would provide 
a margin of safety where no margin of error is acceptable. 


* * * * * 


8. In addition, several questions wee directed to the 
Board by Members of the Subcommittee in its appearance on 
July 15, 1975. Those questions and the Board's responses, 
follow: 


Q: 1. By Congressman Barrett: What are the effects of 
credit cards on the economy and on individuals? 


A: Credit cards could be detrimental insofar as they 
encourage consumers to overextend themselves. However, 

credit cards do represent an improvement in the payments 
mechanism and economize on the need to carry cash. They 

are an important step to automating and reducing the costs 

of the payments mechanism and represent a long-run improvement 
in the financial system. 


Q: 2. By Congressman Rousselot: How much does title III 
of H.R. 8024 really do to enhance the atmosphere of making 
more loans available? 


A: The potential effect of disclosure proposals like Title 
III of H.R. 8024 on the willingness of lenders to make loans 
available is unclear. As the Board's effort with its 
Neighborhood Housing Services program demonstrates, we have 
for some time directed our efforts toward enhancing the 
lending environment and encouraging lenders to make sound 
loans in older urban neighborhoods by developing and 
pursuing positive approaches and programs that involve all 
of the critical participants in the difficult process of 
preserving neighbsrhoods. It has become clear to us, 
through this experience, that there are no simple or easy 
solutions to the difficult problems confronting many of our 
neighborhoods. 


Q: 3. By Congressman Wylie: What additional information 
will H.R. 8024 provide which you cannot already get? 


A: Public records already exist and are availalbe to any- 
one on where current mortgage loans are being made by 
mortgage lending institutions. It would take some work 

for public groups to tabulate these, but the results would 
be more comprehensive and give a better picture of the role 
of all iending institutions than just a survey of depository 
institutions alone. 
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Q: 4. By Chairman St Germain: What effect will EFTS 
have on the velocity of money, control over money by con- 
sumers, and proof of payment? 


A: EFTS will reduce the need of consumers to hold money 

and, hence, increase velocity. Whether it will reduce the 
control over money by consumers depends on how the EFTS system 
is designed and the degree of discretion it retains for con- 
sumers. It should be emphasized that one by-product of EFTS 

is that it will facilitate the use of overdrafts and, thus, 
provide more discretion with respect to the timing of borrowing 
by consumers for purposes of paying bills. 


Q: 5. By Chairman St Germain: Is the Board concerned 
about the possibility of haphazard erasures in connection 
with EFTS systems? 


A: The Board is very much concerned about the possibility 

of haphazard erasures as well as other threats to magnetically 
stored data. This is true, of course, with respect to any 
data processing operation regardless of whether the insti- 
tution has embarked upon an EFTS project. 


Accidential erasure of data is usually the result of 
operator error, occasionally the result of faulty programming 
and very rarely the result of hardware failure. We expect 
any association utilizing electronic data processing to 
adhere to acceptable standards in personnel selection and 
training, in documenting and enforcing operating procedures, 
and in maintaining control over ail data processing functions 
to minimize the probability of errors occurring. In addition, 
we cxpect that magnetically stored records will be maintained 
in environments secure against such physical threats as theft 
or fire, water, and magnetic fields. 


We expect all association using electronic data processing 
to maintain adequate backup records, both of current trans- 
actions and of transaction histories, to enable rapid and 
accurate reconstruction of data should the main files be 
erased or otherwised damaged. 


The Board's examiners, as well as independent public 
accountants, review association procedures in this area as 
a part of our regular examinations. Thus far, the Board's 


pilot EFTS operations have not encountered any serious 
problems in this area. 


Q: 6. By Chairman St Germain: Is the Board concerned 


1682 


Honorable Fernand J. St Germain 
Page Thirty-three 


about the possibility of nation-wide data banks generated 
by EFTS systems in the future? 


A: The risks of intrusion upon privacy per se is one that 
the Board has already covered in its pilot-program regu- 
lations; experience thus far with the program suggests no 
significant basis for concern. As to “nation-wide data 
banks", EPTS presents no greater risk than traditional 
check, credit card, or other payment mechanisms. The Privacy 
Act of 1974, P.L., 93-579, effective last December 31, has 
established a Privacy Protection Study Commission to inquire 
comprehensively into this overall area of concern, and we 
shall of course cooperate fully with that Commission if it 
finds EFTS operations significant to its inquiry. 


Q: 7. By Congressman Annunzio: Is NHS working in Chicago? 


A: The Neighborhood Housing Services of Chicago, Inc., has 
been organized, funded and staffed; it is, indeed, working. 
It is structured with a central Board of Directors, 
representing banks and savings and loans and community 
representatives. The President is William D. Plechaty, 
Senior Vice President of Continential Illinois National 
Bank, and Gail Cincotta, President of National People's 
Action of Housing, is a Director and Chairperson of the 
central Board's Operations Committee. The program is 
organized in three neighborhoods: Central Austin, Heart of 
Chicago, and Near Northwest. Each neighborhood has a local 
Board of Directors made up of residents and bank and savings 
and loan representatives. Staff members have been hired 
for each neighborhood and they are currently in the process 
of conducting educational campaigns among residents, 
familiarizing them with Neighborhood Housing Services. 

The city government has committed itself to providing 
public works improvements in each neighborhood, improving 
public services and conducting sensitive code enforcement 
programs -- closely coordinated with the neighborhood NHS 
offices. 


Financial institutions have contributed over $150,000 
towards an annual operating budget goal of $210,000. 
Neighborhood Housing Services of Chicago, Inc., has a 
$450,000 annual fund-raising goal to establish its high 
risk revolving loan fund. Commitments have already been 
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received for $150,000 from Chicago Community Trust and 
$100,000 from the Urban Reinvestment Task Force. 


Neighborhood Housing Services of Chicago, Inc., is 
desirous of establishing a fourth neighborhood, West 
Englewood, but because of the large number of HUD-owned 
vacant buildings feels that this can not go forward 
until a program is developed to deal with these vacant 
buildings. A proposal for such a program is currently 
under consideration by H.R. Crawford, Assistant Secretary 
for Housing Management, U.S. Department of Housing and 
Urban Development. 


Q: 8. By Congressman Rousselot: Is there a reliable 
estimate of the cost of disclosure? What is the Board's 
estimate of the cost per mortgage if all aspects of title 
III of H.R. 8024 are compiled with? Make reference to 

a July 2, 1975 Libary of Congress Study of redlining which 
contained estimates of cost of disclosure. 


A: As we indicated in our answer to question 4, the Board 
did not systemtically collect information from participating 
institutions on the costs involved in connection with the 
Fair Housing Information Survey. However, interviews with 
loan officers at selected institutions indicated that the 
loan officers themselves spent an additional ten minutes 

per application on the FHIS form. We do not have a reliable, 
detailed estimate of the costs which would be associated 
with any of the various proposals for the disclosure of 
savings and lending information by financial institutions. 
Because there is a substantial diversity of record systems 
and processing procedures in the savings and loan industry, 
we do not believe we can offer such estimates without 
extensive study and specialized technical assistance. 


Since yours 


gn 


Ga Marston 
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July 24, 1975 


General Herman Nickerson, Jr. 
Administratax 

National Credit Union Administration 
2925 M Street, N. W. 

Washington, D. C. 20456 


Attention: Mr. Sandy Beach 
Dear General Nickerson: 


Permit me to express my appreciation and that of my 
subcommittee for your testimony on behalf of the National 
Credit Union Administration, and your response to questions 
of July 15. 


You will receive a copy of the transcript by separate 
mail for your review. We would greatly appreciate your 
making the necessary corrections as soon as possible and 
returning the transcript no later than August 4 so that your 
remarks may appear in the printed hearing record. ” 


While reviewing the transcript a number of unresolved 
questions have been revealed which we believe require a 
further response on your part. To make certain that every 
possible opportunity is afforded you to respond comprehensively, 
I wish now to raise a number of clarifying questions, citing 


approximate transcript pages. 


1) Could you furnish information for the subcommittee 
on all details of "...certain pilot projects wnich have been 
initiated by Federal Credit Unions", as you state on page 2 
of your prepared statement, in the EFT area and include details 
of NCUA, EFT regulations that you have developed? 
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Ceneral Herman Nickerson, «=~ 
Page 2 
Jily 24, 1975 


2) How de you propowe parity for NCUA the EFT 
Commission and on the Coordéimating Committee? uld you 
submit proposed amendments to provide for these changes? 


3) How do you. perceive your role as a statutory 
member of the EFTS Commission? 


4) Please comment. om the recommendations of the Hunt 
Commission (S- :tion H, subsection 3) that a new agency, as 
they suggested to be termed the Federal Deposit Guarantee - 
Administration, be formed to combine present insurance func- 
tions of NCUA, FPBIC and FSLIC but to retain the present 
three separate funds. 


5) Could you submit for the record information on 
the concept of “phased credit unions” to which you refer 
on page 434, lines 13-15 of the transcript? 


6) On page 43450f the transcript beginning on line 
25 of page 434 you refer to your involvement with limited 
income people in what you tera *moneywise training.” Could 
you furnish us with specific details of this program and 
any others you have conducted along similar lines? Please 
include any information you have on your agency's work with 
the Model Cities Program and any results you obtained. 


Again, thank you for your assistance and cooperation in 
this matter. 


Sincerely, 


Pernand J. St Germain 
Chairman 


NATIONAL CREDIT UNION ADMINISTRATION 
Washing<on, D. C. 20456 


Osce of the Admimistrator August 11, 1975 


Honorable Fernand J. St Germain 
Chairman 

Subcommittee on Financial Institutions 
Supervision, Regulation and Insurance 
Committee on Banking, Currency and 
Housing 

House of Representatives 

Washington, DC 20515 


Dear Mr. Chairman: 


This is in reply to your letter of July 24, 1975, 
requesting responses to questions raised during my testimony 
before your Subcommittee on July 15. 


(1) Effective August 19, 1974, Part 721 of the 
National Credit Union Administration Rules and Regulations 
was amended to provide that credit unions, associations of 
credit unions, and other parties interested in credit unions 
may submit pilot programs relating to electronic funds 
transfer through remote service units, loan programs and 
other operational systems to the Administrator for evaluations 
and approval. Enc.iosure (1) is a copy of 721.. which provides 
for these pilot programs. Enclosure (2) contains the details 
of the pilot projects which have been initiated Ly Federal 
credit unions. 


(2) As I mentioned in my written statement, credit 
unions should be represented with parity on the EFT Commission, 
the Coordinating Committee, or any subsequent interagency 
committee that may be formed. This parity could be achieved 
by prompt consideration of the provisions of Title II of H.R. 
6074 which you introduced, or by consideration of the amendments 
contained in Enclosure (3). However, credit unions are yet to be 
represented by a membership on the Coordinating Committee. 
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(3) In addition to my testimony regarding the EFTS 
Commission, I would add the following comments. As a 
statutory member of the EFTS Commission I recognize the 
need to quickly bring together and share the mutual EFTS 
experience of the members. In working together, a compila- 
tion of prior experience can be assembled to ascertain as 
quickly as possible if competition is being distecrted and if 
individual rights to privacy are being invaded. After initial 
establishment of priorities, I would perceive my role as outlined 
in the mandates of Pub. L. 93-495, pertaining to the EFTS 
Commission, and in particular as they apply to the interests 
and functions of credit unions. 


(4) In evaluating the proposal of the Hunt Commission 
concerning the formation of the Federal Deposit Guarantee 
Administration, the merits of the purposes of the proposal 
must be weighed against the anticipated realities of enacting 
it. Certainly members of a system of cooperative credit would 
have little quarrel with Hunt Commission's stated purposes for 
FDGA: "By having the FDGA governed by Trustees, four of whom 
are from the other agencies, an insuring agency is created with 
little incentive to maximize the value of the insurance fund. 
Deposit insurance will operate in a more socially advantageous 
way than under present arrangements." In addition, I recognize 
that another thrust of Lhe FDGA would be to eliminate any 
possibility of conflict between the insuring agency's efforts 
to be an innovative regulator and its concern with the preser- 
vation of the deposit insurance fund. 


Permit me now to mention the difficulties we envision 
in the establishment of the FDGA and some of our problems in 
interpreting the intentions of the Hunt Commission. Initially 
the National Credit Union Administration would be interested 
in further clarification of (i) the separ-bility of the insurance 
funds, (ii) who actually administers the tri-partite fund distri- 
bution, and (iii) whether other financial institutions and their 
respective Federal regulators are involved in the decision-making 
process regarding payouts from "their funds." In addition, .the ‘ 
term "insurance function" within Recommendation H-3 is not clearly 
defined by the Hunt Commission, but we interpret it to be rather 
all-inclusive for the National Credit Union Administration in 
the FDGA. 
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A "sorting out" of the National Credit Union 
Administration's chartering, examining and insurance 
roles would pose a management prot ‘tem - including cost 
ailscazions. The National Credit Union Administration's 
total share insurance operating expenses and charges 
would have to be closely scrutinized to ascertain what 
portion of income would be allocated to the FDGA for its 
operations and if there would be an increased levy to 
Federal credit unions because of a new insurance structure. 
The National Credit Union Administration would also be : 
concerned that new start-up costs for FNGA might be imposed 
on Federal credit unions. ; 


It is our understanding that FDGA would have the 
"payout speciaiists," including those transferred from the 
National Credit Union Administration, but that the National 
Credit Union Administration, as the chartering agency, 
would determine criteria and when the need arises to 
invoke insurance payouts. Our concern here, in addition 
to the lateral transfer of some National Credit Union 
Administration personnel to FDGA, is that the maze of Federal 
agencies that Faderal credit unions must deal with will be 
compounded. For small credit unions with very limited 
Managerial personnel, this is becoming a serious p.xct lem. 


After ascertaining our final concern, that of assuring 
that no rise will take place in the insurance premiums 
themselves, we simply feel that establishing the FDGA as we 
now understand it will present problems to our members that 
will outweigh advantages proposed in the purposes of the FDGA. 


(5) Enclosure (4) contains a brief history of the 
"phased credit union" concept for your information. Our 
suggestion to the Subcommittee is that we reexamine this 
original concept of controlled development of inner city 
Federal credit unions in the light of the goals of the FINE 
study. The establishment of a Federal credit union in an 
inner city area, together with detailed training of the staff 
and members tailored to provide impetus for neighborhood 
revitalization can and should be accomplished. I am confident 
that this controlled development will produce financially 
sound institutions well suited to.making home improvement 
loans and, eventually, real estate Loans in the neighborhoods 
in wiich they are established. 
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(6) Enclosure (5) outlines the concepts and programs 
of "Project Moneywise." In considering the use of credit 
unions in revitalizing an inner city area, it i+ important 
+o realize that it is our intention to incorpota*s “he 
"phased credit union“ concepts into the "Pretect ~oneywise" 
programs thereby establishing a more viable ©:°.... union. 


I sincerely hope this information prove» helpful in 
the long deliberations that await you. 


Sincerely yours, 
__ e 
NICKRRSON, JR. 
Administrator 


Enclosures 
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September 1974 


the promotion of thrift or the borrowing of 
money for provident and productive purposes 
by means of informational materials placed 
in the credit union’s office, through its pub- 
lications, or by direct mailings to members 
by the credit union. The credit union may 
nc*, directly or indirectly, make any list of 
its membershi;. available. or provide ad- 
dresses of its members to.any party associ- 
ated with such a plan or use the stationery 
or envelopes provided by those who operate 
such plans. 


(b) A Federal credit union may not be 
a@ member of such group purchasing plans 
nor may it solicit members or participants 
for such plans. A Federal credit union and 
its officials, employees, agents, and represent- 
atives may not, directly or indirectly, act in 

_any agency capacity in regard to such plans. 
For purposes of this section, the term 
“agency capacity” includes but is not limited 
to the preparation and transmittal of indi- 
vidual membership applications, issuance of 
membership certificates, explanation of ben- 
efits, and other related activities. 

(c) A Federal credit union or its officials, 
employees, agents, and represeitutives may 
not, directly or indirectly, receive compensa- 
tion, reimburserzent, or other consideration 
in excess of the actual cost of making such 
informational mzterials available to its mem- 
bers or for any other functions performed in 
connection with such plans, whether in the 
form of merchandise, services, cash or other- 
wise. 

(d) A Federal credit union must, in carry- 
ing out any of the permitted practices, com- 
ply with the applicable laws of the State in 
which the credit union does business. 


§ 7213 Operational systems (tempo- 
rary provisions). 

(a) Credit unions, associations of credit 

unions, and any other parties interested in 


INCIDENTAL POWERS 


121-3 


credit union programs may submit pilot pro- 
grams relating to electronic funds transfer 
through remote service units, loan programs, 
and other operational systems to the Admin- 
istration for evaluation and approval. 


(b) A program will be designated a pilot 
program if it is determined that the imple- 
mentation of the program will provide the 
Administration with the information neces- 
sary for the establishment of permanent pro- - 
grams which will effectively benefit all credit 
unions and the parties they serve. 


(c) Where a pilot program is deemed ap- 
propriate and the submitting party is a Fed- 
eral credit union, such Federal credit union 
will be designated the credit union to imple- 
ment the pilot program, provided the Admin- 
istration determines that the implementation 
by such Federal credit union would best 
serve the Administration’s observation and 
evaluation of the actual operation of the pilot 
program. If the requesting Federal credit 
union is deemed unqualified for implementa- 
tion, or if the submitting party is not a 
Federal credit union, the Administrator may, 
with the consent of the submitting party, 
designate an alternate Federal credit union 
to test the program. 


(d) A termination date will be specified 
for the credit union designated to implement 
a pilot program. If, at the termination date, 
additional time is needed for complete eval- 
tation, the Administrator may extend the 
time at the request of the designated credit 
union. The Administration reserves the right 
to terminate or otherwise modify any on- 
going pilot program. At the end of the evalu- 
ation period or extensions thereof, the Ad- 
ministrator will determine the benefits of the 
program and may authorize other qualified 
credit unions to adopt the same program, or 
a modification thereof, in which case approval 
by the Administrator will be required. 


ENCLOSURE (1) 
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Pilot Projects of Federal Credit Unions 


1. Remote Funds Withdrawal Procedure on Member Held Share 
Drafts. This program provides a member with a more conven- 
tent method of making a withdrawal from his share account. 


a. Member is issued share drafts. These drafts are 
payable through the credit union's bank. Drafts 
are micro encoded with the banks transit and rout- 
ing number, credit union's identification number 
and member's draft number. 


A member desiring to withdraw shares enters the 
amount on the drafts, signs and dates the draft 
and presents the draft for goods or service. 


The holder of the draft presents it to his bank 
and it is routed through bank channels to the 
credit union's payable through bank. 


The payable through bank notifies the credit union 
by a machine listing, that the draft has been re- 
ceived. The credit union notifies the bank that 
the draft is accepted or.rejected. 


If accepted, the transaction is posted to the mem- 
ber's account as a share withdrawal. 


The member receives a statement reflecting the 
transaction. Drafts are not returned to the member, 
but are held by either the bank or the credit union. 
The member can obtain a copy of the draft upon re- 
quest. 


Share draft programs provide that a member may have 
a record of drafts written by means of a duplicate 
copy or draft register. 


2. Automated Teller Machines. Several Federal credit unions 
have installed automated teller machines for the exclusive use 
of their members. The installation of such machines is con- 
sidered to be within the incidental powers of the credit union's 
board of directors and does not require approval of the Admin- 
istrator. The degree of business that can be conducted by the 
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machine varies from credit union to credit union, Most 
machines are full service and allow a member to cash checks, 
make share withdrawals, obtain advances on loans, make share 
and loan payments and make share to loan transfers, Machines 
are accessed through a magnetic encoded card. 


3. Sharing of Automated Teller Machines. Two pilot programs 
have been approved. which allow the sharing of automated teller 
machines. In one instance the members of the credit union 
have access to a bank's various automated teller machines. A 
record of transactions is removed. from the machine each day 

and furnished to the credit union's data processor for posting 
to the member accounts. The machines are full serviee. The 
other sharing is between two credit unions. In this Case the 
members of one credit union can use the machine(s) of the other 
credit union. The machines are on line with the credit union's 
data processor during most hours of the day and member: ‘trans- 
actions are posted automatically. . Settlement is made between 
the credit unions on a periodic basis. One of the credit- 
unions is State chartered and the other has a Federal charter. 
The activity of these credit unions_is considered to be 
correspondent credit unioning. a 


4. Correspondent Credit Unioning. In addition to the above, - 
Navy Federal Credit Union and the League of IBM Credit Unions 
have been given approval to conduct a program in correspondent 
credit wnioning.. Members of any of the IBM sponsored credit 
unions participating in the program can go to another’ creceit 
union and conduct business. Approvals for member transactions 
are obtained from the member's credit union by telephone and 
the member's account is posted to reflect the transaction. 
Settlement is made between the credit unions on a periodic 
basis. Navy Feceral Credit Union will conduct its program 

in conjunction with a program requested by the Office of the 
Comptroller, Department of the Navy to provide a ship-to-shore 
money order service by wire to provide Navy/Marine Corps 
members afloat and at remote overseas locations a means to 
send money to dependents in the United States in time of need. 


a. A Navy Federal Credit Union member who wishes 
tc “xansmit a telegraphic money oréer by radio 
would do so through the Communications Officer 
and, Disbursing Officer on board ship. 
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Navy Federal Credit Union would be informed by 
wire of the member's desires. 


Navy Federal Credit Union, upon receipt of the 
message, would ascertain the nearest participating 
credit union to the payee's location. 


The funds would be tendered to the payee through 
use of a draft payable through Navy Federal Credit 
Union's bank. 


The disbursing officer on board ship would mail 
Navy Federal Credit Union an exchange for cash- 
remittance check. 


5. Approval has been given for BMI Federal Credit Union to 
participate in the collection of preauthorized payments through 
the Columbus Regional Automated Funds Transfer System (CRAFTS). 
Under the program a non-payroll deduction member authorizes 

the credit union to initiate debit entries to the member's 
checking account. The credit union's bank enters these debit 
entries into CRAFTS, CRAFTS transmits the debit. entry to the 
member's bank; and payment is returned through CRAFTS. 


6. Redstone Federal Credit Union has a pilot program that 
encompasses share drafts and an embossed and magnetic’ encoded 
card that can be used for point of sales purchases and for 
access to the credit union's automated teller machine. The 
automated teller machine is full service. The point of sales 
operates in the same manner as a national credit card. The 
member indicates on the invoice if the transaction is’ to be 

a share withdrawal or advance under a special loan plan. 


7. Federal credit unions are also involved in the SSA and 
Air Force Direct Deposit programs. 


ENCLOSURE (2) 
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DRAFT 8/4/75 


A BILL 


To amend the Federal Credit Union Act to establish a term 
of six years for the Kaudaiaveatoe of the National Credit 
Union Administration at level III of the Executive Schedule, 
to change the reporting period of the National Credit Union 
Administration to a calendar year basis, and to clarify 

the intent of Congress with regard to payment of share 


insurance premiums on public unit accounts by credit unions. 


Be it enacted by the Senate and House of Repre- 


sentatives of the United States of America in Congress 
assembled, Subsection (b) of Section 102 of the Federal 


Credit Union Act (12.U.S.C. 1752a) is amended to read as 
follows: 

"{b) The Administrator shall be appointed by the 
President, by and with the advice and consent of the Senate, 
for a term of six years. He shall be the chief executive 
officer of the Administration and shall be compensated at 
level III of the Executive Schedule (5 U.S.C, 5315). The 
Administrator as of the effective date of this section shall 
serve a term of six years commencing August 9, 1974". 

Sec, 2(a) Subsection (f) of Section 102, is amended 
by inserting "on a calendar year basis" immediately following 


the words “shall be audited". 
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(») Paragraph (1) of Section 209(b) is amended by 


inserting the words “on a calendar year basis" immediately 


following the words "prepare annually". 

(c) Paragraph (2) of Section 209(b) is amended by 
inserting the words “on a calendar year basis" immediately 
following the words “set of accounts". 

Sec. 3. Section 101*(4) is amended by deleting the 
semicolon at the end thereof and inserting in lieu thereof 
a comma and adding the following language: 

"and such terms mean those nonmember unit accounts 
of Federal, state, or local governments and political 
subdivisions thereof on which payments are received by a 
credit union pursuant to section 107(7) of this Act (12 
U.S.C. 1757(7))." 

Sec. 4, The amendment contained in the first section 
of this Act shall become effective as of the date of the 
enactment of this Act, the amendments contained in the 
second section of the Act shall become effective on the 
first date of the first calendar year which begins after 
the date of enactment of this Act and the amendment contained 
in the third section of this Act shall be effective as of 


the date of enactment of Public Law 93-495. 
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Phased Credit Unions 


The history of the “phased credit union" concept dates 
to a period of time in late 1970 following the enactment of 
Pub. L. 91-468 which established the long needed Credit Union 
Share Insurance Program. Pub. L. 91-468 established, as a 
Standard for share insurance, a degree of financial soundness 
that, for credit unions in many low income communities, 
could only be obtained through carefully structured and 
controlled development (through certain phases) . 


Excerpts from a letter from the Administrator, National 
Credit Union Administration, to the Speaker of the House of 
Representatives dated December 11, 1970, proposing legislation 
to provide service to people of “limited means” give the details 
of the pre -osal and are as follows: 


“National Credit Union Administration also faces 
the problem of certifying as insurable groups which 
will be formed to serve members of the limited income 
community. Experience dictates that these potential 
groups will not represent a risk to the insurance fund 
if their development is carefully structured and 
controlled and they receive outside financial assistance 
and training especially during their formative period. 
A segment of our limited income Federal credit unions 
have received financial assistance and training from 
government agencies other than National Credit Union 
Administration in the past. Unfortunately, the credit 
unions did not receive the maximum benefits of this 
assistance since the agencies involved pursued objectives 
which were not completely parallel to credit union 
objectives. Accordingly, we have designed a plan which 
provides for both programmed operations and subsidization 
supplemented by a training program for officials and 
employees. This plan will permit us to continue 
chartering and certifying as insurable groups serving 
the poor. In fact, this is the only alternative which 
will justify future chartering of limited income groups 
after calender year 1971. 


"Essentially our plan of programmed operations 
and subsidization provides for harnessing a new group's 
operating authority in line with its demonstrated 
ability to successfully cope with expanded operations. 
The plan contemplates that as a group expands in 
operating authority and increases its earning capacity, 
subsidization will be reduced proportionately. The 
program is designed to place a credit union on a 
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completely self-sustaining basis in five years. 
Operating authority will be programmed so that as 

@ group matures it will be permitted to become engaged 
in activities requiring greater fiscal responsibility. 
If a group fails to meet the standards at ‘any level 

of operating authority, it will be dissolved thus 
minimizing the losses to the insurance fund. 


"The total costs for administering this program 
for each credit union is $30,000 the first year; 
second year $27,000; third year $20,000; fourth year 
$15,000 and the fifth year $5,000. ‘Thus for chartering 
30 credit unions each year the total cost for five years 
would be: 


First year 900,000 
Second year 1,710,000 
Third year 2,316,000 
Fourth year 2,760,000 


Fifth year 3,910,000 
11,530,000 
"The costs include allowance for 1 full-time 
employee and overhead expenses such as rent, utilities, 
Supplies, etc. and the cost of training officials ana 
employees both in classroom and on-the-job, plus special 


Supervision by National Credit Union Administration 
examining staff. , 


“We consider that the program is justified because: 


1. The total annual appropriation for the 
program will not exceed $3,910,000. This 
level of appropriated funds will not be 
reached until the end of the fifth year. 


The program will produce at the end of fiva 
years 150 financially sound Federal credit 
unions serving -?proximately 130,00@ members 
and their families. 


Without an appropriation, National Credit 
Union Administration will have no choice but 
to discontinue its chartering of Federal 
credit unions serving the poor and prepare to 
liquidate 433 existing Federal credit unions 
within 12 months after the insurance applica- 
tions are rejected. 
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“The concept of subsidizing limited income credit 
unions is not new. Credit unions serving the poor have 
been the recipient of 0.E.0. funds in the past. 


"Subsidization by 0.E.0. funds was confined to 
CAP-oriented credit unions numbering approximately 85 
of the 700 credit unions serving the poor. National 
Credit Union Administration was not involved in this 
program either directly or indirectly. Program design 
was carried out within the confines of 0.E.0. The main 


~ thrust of 0.E.0.'s effort was to establish the CAP credit 


union as a component in an overall community development 
program. Since 0.E.0.'s prime objective did not concern 
the basic credit union development, the objective of the 
subsidization often was at cross purposes with the basic 
objectives of the credit.union. Our plan of programmed 
operations dictates that the sole purpose of subsidizatien 
must be in line with credit union objectives and therefore 
should be under the complete control of National Credit 
Union Administration. In view of 0.E.0.'s sharp reduction 
in subsidies to Federal credit unions, the need for separate 
appropriations becomes more apparent." 
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Project Moneywise 


Our efforts to charter and assist low-income credit unions 
precate the war on poverty or the creation of Federal programs 
designed to fund credit union projects, specifically serving 
low-income persons. However, the creation of the Office of 
Economic Opportunity in 1964 did provide limited funds for NCUA 
and its predecessor to offer training programs tailored to the 
special needs and problems encountered by the newly chartered 
OEO-related credit unions and their sponsors--the fledgling 
community action programs. 


Thus "Project Moneywise" was initiated in February 1966 by 
an Interagency Agreemeni with OEO. Under this Agreement, our 
personnel designed and implemented a series of training programs 
for existing and potential officials of OEO-related credit unions. 
Eleven of these programs were held throughout the country during. 
the initial Interagency Agreement which terminated in 1968. 


Subsequent OEO Interagency Agreements as well as funding 
arrangements allowed NCUA to offer (over a 5-year period ending 
in July 1971) "Project Moneywise" training programs for such 
groups as senior citizens, American Indians, Appalachians, and 
urban residents, Spanish-Americans, blacks, and migrant workers. 


These training programs, ranging in duration from 1 to 4 weeks, 
had various titles--"Project Moneywise," "Project Moneywise~Senior," 
and “Operation Breadbasket." In addition, special seminars and 
training programs, using modified versions of the basic Project 
Moneywise lesson plans, were presented before such groups as the 
Los Angeles Federal Executive Board, the Arizona Consumers' 

Council, and VISTA Volunteers. 


By mid-1970, OEO and NCUA had signed an Interagency Agreement 
designed to offer a 4-week credit union management training program 
for managers and treasurers of OEO-related credit unions. Under 
this Agreement, eight consumer credit training programs were 
conducted at selected sites throughout the country. Over 300 
trainees attended sessions in Miami, Phoenix, New Orleans, 
Cleveland, Kansas City, Boston, New York, and Baltimore. The last 
sessions under this Agreement were held in July 1971. (This 
Agreement also included provisions for letting a number of special 
purpose contracts. These contracts will be discussed later in 
this report.) 


Concurrent with the conduct of the last Project Moneywise 


Program and included in the same Interagency Agreement was the 
provision to let a number of contracts for the purpose of exploring 
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and presenting alternative programs for strengthening the 
financial and managerial resources of low-income credit unions. 
Prograa priority was focused on encouraging nonmember share 
€2>0sits in low-income credit unions, as well as securing the 
comaicaent of local organizations to provide ongoing training 
and technical assistance. 


The importance of these contracts increased as OEO grantees 
continued to cut back or not fund their credit unions. Often 
these credit unions had neither the financial or managerial 
base t2 survive without nonmember share deposits and locally 
based technical assistance. 


Subcontractors operating under this Agreement, which termin- 
ated in December 1972, were the National Center for Urban Ethnic 
Affairs, National Congress of American Indians, Interstate 
Research Associates, and the National Urban Coalition. Each 
contractor brought a particular expertise and perspective to 
the low-income crecit unions serving the needs of minority groups. 
For example, the NCUEA worked with parish and Knights of Columbus 
FCU's in an effort to merge either a community base or low-income 
parish credit union with a large parish credit union, thereby 
providing thrift and credit services to a greater number of iow- 
income persons. In addition, the Center worked with nonmember 
depositors such as Foundations and large parish CU's in an effort 
to financially assist small low-income credit unions across the 
country. The l-year contract was funded for $50,000. 


The National Congress of American Indians worked primarily 
with 14 Federal credit unions. either exclusively serving reser- 
vation Indians or having Indians within their fields of membership. 
The thrust of the contract was to establish, where appropriate, 


stronger ties--financial, managerial, and legal--between the + -edit 
unions and their Tribal Councils. The 6-months contract was 1 nded 
for $25,000. 


The 6-months contract with the National Urban Coalition focused 
on the problems facing inner city low-income credit unions in New 
Orleans and Baltimore. The primary effort was to have the local 
coalitions encouraye the business and civic communities to become 
nonmember share depositors and to provide ongoing technical assis- 
tance to the credit unions. 


NCUA has worked closely with agencies other than OEO in its 
efforts to stimulate a wide rance of assistance to low-income 
credit unions. For example, the National Association of Housing 
and Redevelopment officials, under an Urban Renewal Demonstration 
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grant from the Department of Housing and Urban Development, signed 

a 2-vear contract with NCUA (the latter as subcontractor) in 1970 

to provide credit union services for residents of six public housing 
projects. The residents of the housing projects, located in Pennsyl- 
vania, Maryland, Ohio, Virginia, Texas, and Minnesota, organized 
either new credit unions or opened branch offices of existing credit 
unions. 


in addition to having the responsibility for the organization, 
chartering, and supervision of these credit unions, NCUA conducted 
Management training for 24 trainees, four from each of the six 
selected sites. At the conclusion of the 4-week training program 
(conducted during the fall of 1970), six trainees, one from each 
of the six housing projects, were chosen to serve as managers of 
the credit unions. This Demonstration Project terminated in July 
1972. The unique feature of this program was the continuing joint 
cooperation of HUD, NAHRO, NCUA, and the Housing Authorities to 
provide credit union services to residents of low-income public 
housing projects. 


TAB (A) and TAB (B) of this Enclosure were jointly prepared 
by National Credit Union Administrat «on and National Association 
of Housing and Redevelopment officials. TAB (A) is a report on 
the six public housing projects mentioned above. TAB (B) is a 
proposal that was developed as an outgrowth of the findings of 
TAB (A) and the legislation pertaining to Turnkey III. 
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The Department of Housing and Urban Development and many local housing 
authorities have long been seeking ways to create public housing commmnities 
in which residents can grow and develop to the limits of their capacities. 
Such communities cannot be developed without the full involvement of the resi- 
dents in meeningful, continuing activities that build leadership and provide 
benchmarks of progress. A successful credit union may be one way of contri- 
buting to fulfillment of this objective. 


This report describes the results of a demonstration project designed 
to test the usefulness of a credit union as a tool for improving the quality 
of life for public housing families. The study was carried out by the National 
Association of Housing and Redevelopment Officials (NAHRO) and was funded by 
the Department of Housing and Urban Development. The National Credit Union 
Administration (NCUA) participated as a subcontractor to NAHRO. 


The demonstration sought answers to two questions: (1) Can a credit 
union be successfully operated in a public housing setting? (2) Under what 
conditions can a credit union be a workable, useful organization for tenant 
involvement? 


It is the purpose of this report to document the experience in seeking 
answers to these questions. The report may be used as a "how-to-do-it" manual, 
based on the creation and operation of six credit unions in widely-differing 
public housing commmities. The report concludes that credit unions can be 
successfully operated in a public housing project if optimum conditions are 
present at the time of charter and if the necessary assistance is available 
to make a credit union work for limited-income membership. : 


This document, then, seeks not only to describe the results of the 
demonstration in each of the six public housing projects, but, drawing on this 
experience, to lay out a blueprint for the conditions and support necessary to 
make a credit union a viable project in public housing. 


WHAT IS A CREDIT UNION? 


A credit union is a cooperative organization, owned and operated by its 
members. It is established by official recognition (chartering) as a corporate 
entity by a state or the federal government. It receives periodic examination 
by the National Credit Union Administration (NCUA), if federally chartered, or 
by the state banking examiner, if chartered by a state. 
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Simply stated, a credit union is a group of people who pool their sav- 
ings to serve their own credit needs at a reasonable rate. By regulation, the 
maximum interest rate that can be charged is 1 percent per month on the balance 
of the principal. The dividend paid on savings cannot <xceed 6 percent per yeas. 


In November 1970, Congress approved deposit insurance for quaiifying 
credit unions. ‘This insures each share account of $20,000 or less against loss, 
in the same way that deposits are insured in banks and savings and loan institu- 
tione. In addition, this legislation authorizes deposits by nonmembers in 
limited-income credit unions. These nonmember accounts are also insured for 
up to $20,000. Such "seed money" accounts may be needed to build a successful 
credit union among limited-income families. 


Credit unions mist be based on a common bund, a mutual link that draws 
the members together. This affords participants an opportunity to kmow a number 
of the members and reinforces a sense of responsibility in serving as officers 
and repaying loans. : 


There are three types of common bond prescribed in the federal regulations: 
(1) a common employer; (2) an association, such as a fraternal order, church, 
or ne hood action group; or (3) residential, for families living in a 
designated geographical area or a neighborhood. Residents in public housing 
projects are eligibis to apply for a credit union charter under the third type 
of common bond. Several such charters have already been granted. Since credit 
unions are staffed end managed by local residents, they are an integral part of 
the public hovsing community. As such, credit unions are particularly suited 
to develop tenant. leadership, expand participation of residents in project man- 
agement, and strengthen tenant self-sufficiency. 


WHAT IS THE VALUE OF A CREDIT UNION TO PUBLIC HOUSING ‘TENANTS? 


~ 


A conclusion of the NAHRO demonstration project is that a credit union 
is a potentially valuable tool for improving the way of life for public housing 
tenants. Residents can be trained to administer such an organization effectively. 
Credit unions can provide a much needed service to individual fumilies. Of even 
greeter value is the ongoing, meaningful activity for the community that can 
build. leadership, a sense of responsibility and accountability, and, hence, a 
feeling of esteem for the group and the way of life. 


A credit union gets to the root of solving a common problem of public 
housing tenants: their lack of money, their financial powerlessness. For limited- 
income families, the task of finding s pattern of stability in financial effairs 
4e unusually difficult. Thie 1s not because they are inherently poor managers, 
but because they lack one advantage of the middle-income family: some discretion- 
ary income egainst which to write off mistakes in money matters. To learn by 
experience is more difficult when there is no extra income to make up for mis- 
judgments. For the low-income family, every mistake hurts for a long time. 
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Excessive credit costs are a heavy burden for many public housing 
families. Low-income consumers are refused credit in reputable stores. In 
order to acquire necessary or desired products, they are frequently dépendent 
upon unscrupulous neighborhood credit merchants. Deceived and exploited by 
these businessmen, they become locked into a debt pattern and are unable .to 
improve their economic position. Their purchasing power ig reduced even more 
when they buy low-quality merchandise at exorbitant prices. 


A credit union office in a public housing project can be a convenient 
place that will encourage a habit of regular thrift. The resident association 
of one of the six demonstration projects noted that "the credit union has pro- 
vided an opportunity for residente who wish to save money . . . who never 
before thought of saving for a rainy dey." The disciplined saving habit has 
ite counterpart in regular loan payments for purchasing the good things of 
life so sought after by “amilies of limited means. These loans offer an 
opportunity to obtain the best buy in a variety of retail outlets. The uneth- 
foal, high-cost mercheat can be by-pessed when a low-cost credit union loan 
pute the transaction cn a cash basis. . 


A credit union will not increase the income of a family. It is no 
gure cure for poverty. But it can help low-income families make better use 
of the dollare they have. Financial counseling can be developed as a service 
of the credit union, with specialized training for the menager and the credit 
committee. This informal counseling, based on the economic realities con- 
fronting low-income consumers, can help public housing families make sound 
use of their limited dollars. : 


Collectively, these families can learn to promote the good of the 
community by their own activity in the credit union -- an ongoing, meaning- 
ful, creative project that focusses on the positive. The demonstration has 
shown that residents can be trained to administer and manage such an organi- 
gation effectively. Thies involvement provides an opportunity to practice 
the roles of leadership in « well-structured format backed up *y documented 
legal regulations and procedures. By working together as & group, credit 
union members can begin to feel some power over their economic lives. Thus, 
it can help build a feeling of esteem in the community and begin to eliminate 
some of the stigma attached %o public housing tenancy. 


WHAT IS THE VALUE OF A CREDIT UNION TO PUBLIC HOUSING MANAGEMENT? 


A credit union in pr. ic housing can contribute to reaching «<b: HUD 
goal of greatly expan‘ participation of residents in project management. 

It is designed to dev. op and prove leadership. In January 1972, Nicholas 
Saurc, executive director of the Northside Settlement Services in Minneapolis, 
_obgerved: "Since the credit union in the Glenwood Lyndale public housing proj- 

ect has been in operation for one year, I personally have seen many good 
things develop from it. First, I have seen countless residents put in great 
amounts of voluntary time to assist the credit union 4n becoming a reality. 


3 


55-937 © - 75 - pt.3 - 31 


1708 


This is in no way a small achievement as residents only involve themselves 

in things that contribute to their betterment. Secondly, I see staff and 
board members of the credit union doing an outstending educational job with 
residents in counseling and training for the purpose of purchasing and coopera- 
tive buying. This means a great deal to residents in our area who have never 
had enough money to afford the luxury of discriminate shopping.” 


As this statement demonstrates, a credit union can utilize volunteer 
services of tenants themselves to solve problems that housing authority staff 
could never tackle cn an individual basis, because of lack of time and money. 


The Columbus Metropolitan Housing Authority, which sponsored one of 
the six projects, notes the important effect that credit union service has 
had on tenants: "Most of the residents who participate in the credit union 
never had the desire to save money or the opportunity to become personally 
involved as shareholders in a financial institution. This gives them a feel- 
ing of importance and self esteem and the pride they feel reflects in their 
other dealings with the housing authority, and takes away the stigma attached 
with being a resident of a low-rent housing project."* 


Perhaps the most compelling value of a credit union is the catalytic 
effect it can have on improving tenant-management relations. To quote The 
Philadelphia Housing Authority: "Both the tenant leaders and the managers 
felt that the credit union has a positive effect on relationships. It helped 
to make tenants feel freer to come to the office and participate in cummunity 
life. The tenant felt that the support and cocperation of management was 
a demonstration of genuine interest. This helped to develop a greater feeling 
of trust between tenants and management. "## 


ss eeeeneneneneemeemeereeene 


# Feeney, Patrick J. Evaluation of Lincoln Park Homes Federal Credit 
Union. 1971. Columbus, Ohio. 


"#Bcott, Marion. Letter of January 7, 1971, to George Genung, Jr., NAHRO. 
Philadelphia. 
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Seana |THE DEMONS FRA FSR Se 


The two-year credit union demonstration project (later extended 
through December 31, 1972) was initiated in July 1976 with a $216,750 grant 
from the Department of Housing and Urban Development under the Section 314 
urban renewal demonstration program. The grant was made to the National 
Association of Housing and Redevelopment Officials, with the National Credit 
Union Administration as a subcontractor. NAHRO coordinated, administered, 
and reported progress in the program; NCUA was responsible chiefly for train- 
ing and technical assistance. 


Under the grant, funds were provided for training four people from 
each of the six participating peblic housing projects and for paying the 
fulltime salary ($70-$80 a weex) of the six credit union managers for the 
duration of the proje-t. 


After the close of the deronstration project, the credit unions will 
operate on a part-time or volunteer basis, supporting themselves out of the 
4ncome from their activities and services. At the time of the publication 
of this report, it is too early to know whether the projects will be able 
to operate successfully without subsidy. This will, of course, be the ulti- 
mate test of whether a credit union can really work out ine public housing 
setting. 


The purposes of the demonstration, as stated in the proposal, were: 


l--"To improve the quality of life" for the families in public hous- 
ing by means of assistance to help them help themselves; 


2--"To assist the housing authorities in creating a commnity in which 
tenants can grow and develop to the limit of their capacities"; 


3--To demonstrate that credit unions staffed and controlled by tenants 
of public housing would be "particularly suited to providing the lead- 
ership required to meet the public housing social objectives of greatly 
expanded participation of tenants in project management affairs and 
programs designed to strengthen the self-sufficiency of the tenants." 


Under Office of Economic Opportunity (OEO) funding, NCUA had developed 
a training program for credit union managers in limited-income neighborhoods. 
This program, called "Project Moneywise," had been utilized to establish 703 
limited-income credit unions, sponsored and funded by Commmnity Action Programs. 
The success of "Project Moneywise," which received a special citation from the 
secretary of the Department of Health, Education and Welfare, was one of the 
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stimulants to the development of the proposal for this demonstration in public 
housing. ; 
SELECTING THE DEMONSTRATION HOUSIN PROJECTS 

Based on the experience with limited-income credit unions sponsored 
by CEO, 10 criteria were developed by NCUA as a basis for selection of hous- 
ing projects to participate: 

1--A cooperative housing authority; 


2--An active, cooperative tenant union or residents association; 


3--A project area that is compact in size, easy to serve, and has a 
strong common bond; 


4-~-A potential membership of between 400 and 1500 families residing in 
the project area (The rationale for this size limitation is based on 
the idea what one person should be able to handle the transactions for 
a membership of 1500); 


5--A potential membership in which not over 60 percent of the families 
are on welfare; 


6--Some optimism about the employment Prospects of the community, since 
it is preferable not to select an area of gross economic depression; 


Ta~Active involvement of area residents in some community programs; 


8--Regardless of income changes, officers of the credit wiion be 
allowed to continue to live in the public housing community; 


9--Active supporting groups, such as community centers and churches, 
in the area; 


10--Few, if any, other groups providing similar financial services in 
the vicinity, unless one of these groups could be converted to a 
federal credit union. *< 


Six housing authorities were selected from a field of 12. All had pro- 
grems of between 400 and 1500 units in size and all promised their cooperation 
through the provision of space and utilities ( including telephone service) for 
the credit union office; assistance in recruiting four trainees for the course 
in credit union management; and continued support in meeting the need for pro- 
motion to the entire tenant population. 


A meeting was held with the executive committees of the residents associ- 
etions of all six projects. At the meeting, the credit union demonstration was 
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explained and questions were answered. Each residents asgociation was 
asked to express its intezest in participating in the demonstration. 


The six projects designated to participate in the demonstration were: 
Cherry fill Homes, Baltimore 

I4ncoln Park Homes, Columbus, Ohio 

Glenwood-Lyndale, Minneapolis 

James Weldon Johnscn Home., Priledelphie 

@iipin Court, Richmond, Virginia 

Alazen Apache Courts, San Antonio. 


At first, two projects were chosen as authoritywide demonstrations; 
two were to be limited to individual housing projects; and two were to be 
44ed into existing 0B0-funded credit unions. 


In Columbus and Philadelphia, the credit union demonstrations were 
first intended to be on an authoritywide basis. The Resident Advisory Board 
(RAB) of Philadelphia was intent upon chartering a credit union for all tenants 
of public housing. The Philadelphia Housing Authority agreed to provide the 
income from the investment of tenant security deposits as support for such 
an authoritywide credit union. The Columbus Metropolitan Housing Authority 
was willing to provide support for such a financial service in ail housing 
projects. It was particularly interested in a eredit union for families in 
the Turnkey III homeownership program in its Brittany Hills project. The Nationai 
Credit Union Administration, however, would not agree to authoritywide ehar- 
ters as a beginning in either city and insisted that individual project eredit 
unions should first prove their success. Even though Lincoln Park Homes in 
Columbus did not meet the criterion for size (it had only 368 families), it 
was chosen to participate in the demonstration because it satisfied all the 
otber criteria. In Philadelphia, James Weldon Johnson Homes, was selected. 


In San Antonio and Baltimore, demonstrations were funded as parts of 
the fields of membership of previously chartered OFC credit unions. In Sen 
Antonio, .a-project office was established for the Sanyo Federal Credit Union, 
which was chartered with a countywide field of membership. The Sanyo FCU had 
3058 members and assets of $500,000 at the time the demonstration was proposed. 
Some residents of Alazan Apache Courts, the public housing project chosen for 
the demonstration, were members of the Sanyo FCU. NCUA strongly recommended 
that the public housing project demonstration be activated as a project office 
of this ongoing credit union. 


In Baltimore, OEO was sponsoring seven limited-income credit unions to 
cover the entire metropolitan area. The last of these to receive @ charter 
was the Cherry Hili Commnity Federal Credit Union. The field of membership 
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was chiefly that of the Cherry Hill Homes public housing project. The charter- 
ing meeting for the Cherry Hill Commmity FCU was announced in the same meeting 
that the residents were approached concerning the demonstration project. Al- 
though a credit union would have been established under the auspices of OBO, 

in any case, the strong interest and cooperation of the housing authority and 
of the residents association made it a ripe location for one of the demonstra- 
tion efforts. Many residents participated in the chartering meeting the fol- 
lowing week and several were elected to the board of directors and to the 
credit committee. From its inception, the Cherry Hill Commmity FCU was con- 
sidered a project of the Cherry Hill Homes Residents Improvement Guild. 


The Glenwood-Lyndale project in Minneapolis, with 508 families, was 
on the lower end of the criterion for project size. The residents association 
was less active than it had been earlier, during the time of decisions on proj- 
ect modernization. However, the leadership in a community service agency -- 
Northside Settlement Services, Inc. -- was most supportive of the credit union 
concept. It was because of this strong support that the project was selected. 


The Richmond demonstration in Gilpin Court offered a potential member- 
ship of 1079 families. The housing authority recommended the inclusion of 
approximately 175 scattered site units in the field of membership. Residents 
in these units were former-leaders drawn from all public housing projects. 

The NCUA rejected this addition to the field of membership. This was the 
last project to receive a charter. 


TRAINING 


The successful "Project Moneywise" training, a major nares _ 
the development of the proposal for this demonstration, was execu y two 
of the NCUA special services staff experienced in this training and assigned 
to carry out this technical assistance and training as a subcontractor to 
NAHRO 


The selection of the four trainees from each project was the first 
test of the cooperation of the LHAs and the residents associations. Columbus 
recruited 25 residents for testing. Since an authoritywide credit union was 
proposed for Columbus at that time, these residents were drawn from all public 
housing projects. Only two of the trainees selected were from Lincoln Park 
Homes. Later, when the NCUA decision to confine the field of membership to 
Lincoln Park Homes was made, two very able trainees from other projects were 
disqualified. This greatly diluted the total input of expertise into this 
project. 


In other projects, fewer tenants were interested in applying. The 
resident associations and the LHAs were not as effective or as diligent in 
their recruiting efforts. The Philadelphia Resident Advisory Board screened 
its applicants first and presented five for testing. In Richmond and Minne- 
apolis, it was difficult to find four applicants, because the requirements 


of leaving family responsibilities for a four-week period posed serious pro- 

blems. The WIN* program provided child care assistance for several trainees 

from San Antonio, Columbus, and Richmond. WIN, funded by HEW, provides money 
for chile care so that AFDC** mothers can pursue employment possibilities. 


Two qualifying tests were used. The first assessed the ability to 
read figures correctly. The second tested arithmetical ability, reasoning, 
and judgment in handling problems of administration. Some compromises in 
est scores were necessary to find four trainees from each project. Testing 
wes an unfamiliar process for most of the trainees. This distorted the re- 
eults. ‘he eventual manager in one project tested well below average, but 
has proven to be very capable. 


The four-week training session in Baltimore began October 26, 1970. 
It was reported to be a rewarding experience for all participants. The 
treining opened with a discussion of the limited-income consumer and his 
marketplace. This orientation described the real life situation of the 
trainees so effectively that it immediately caught their interest. A com- 
parative shopping trip to a wide variety of Baltimore stores was also reveal- 
ing. The class found that the cash price of the same brand and model black 
and white television varied as much as $100 between the large department, 
stores and the neighborhood easy credit stores and that the variation in 
price within neighborhood stores ran as high as 105 percent. These experi- 
ences brought home the point that through the credit union loan service, 
limited-income families could shop beyond the high-cost, low-quality neighbor- 
hood stores with excessive credit charges. This practical exercise sold the 
— on a credit union as a tool for self-help in the public housing com~ 

ty. 


The laws, regulations, and organizational structure of federal credit 
unions were studied in depth, using role-playing and ease studies. Family 
financial counseling was emphasized; however, expertise in this field was 
not attained and further training in this area is needed by all the managers. 


The final two weeks were devoted to bookkeeping, delinquency control, 
and techniques of communication and promotion. The training in bookkeeping 
was very effective, as the selected managers have not found the bookkeeping 
process difficult. 

Morale built quickly during the training period and it was sustained 
through the entire four weeks. All trainees agreed with the voluntary state- 
ment of one that it did not matter whether they were selected for employment 
or not. The training had been meaningful to each one personally. Each 
trainee welcomed the opportunity to work for the credit union on a voluntary 
basis. They were all inspired and eager to talk to their neighbors about the 
advantages of credit union membership. 


annette 
% Work Incentive Program 
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Each trainee was interviewed in depth during the last week of train- 
ing. In each case, special attention was given to family circumstances and 
their relation to fulltime employment, if the train.« should be selected as 
one of the six credit union managers. 


The training was concluded on November 20, 1970. After evaluating 
individual performances during the four-week course as well as other factors 
that might affect employment, one person from each of the six housing projects 
was chosen as manager. This was the starting point; next step was application 
for federal charters. - 


The chartering process required from six weeks to three months to 
complete in four of the projects. (In San Antonio, a branch office of the 
Sanyo Federal Credit Union was opened a month after training was completed. 
The Cherry Hill Homes office had already been set up in temporary space. ) 

In the other four projects, some of the enthusiasm of the trainees vas lost 
in the delay of the organizational meeting. This posed the greatest problem 
in Richmond, the last to be chartered. Supervision and technical assistance 
_were also neglected in the early weeks of the Richmond project. As a result, 
Richmond changed managers and restructured its board of directors to finally 
show evidence of vitality. 


COMPARISON OF THE SITES 


Included in the demonstration proposal was funding for an in-depth 
survey of a random sample of 53 families in each of the six projects to pro- 
vide factual bases for comparison of the demonstrations. This survey, con- 
ducted by the trainees, was completed during the first four months afte: chart- 
ering of the creiit unions. Analysis of this data (see Table I) reveals vari- 
ations in the characteristics of the sample families that may be pertinent to 
the relative success or stability of the credit union operation in the six 
projects. Except for San Antonio, the ultimate success or failure of these 
credit unions is yet to be determined. At this point, the growth record and 
the estimated potent ‘an provide the only ranking for comparison with the 
basic data. Specific ats and the character of the leadership have also had 
great influence on the teome in each project. 


Second interviews with the same families were completed during the 
last two months of the demonstration. These served to check on the effective- 
“ness of the membership promotion and the use of the credit union services by 
the total field of membership. 


The basic demographic data from the first survey are summarized in Teble 
I. For comparison, data obtained from the LHAs on average monthly income and the 
percentage of families on welfare are also given. It should be pointed out that, 
over the demonstration period, employment decreased and the number of welfare 
families increased. This may account for some variations in figures. 


The criteria established for project selection suggest that credit union 
success in a public housing project may be related to the following conditions: 
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l--the larger field of membership; 
2--higher monthly income; 


3--higher level of steady employment; 


4--greater participation in residents associations. 


Two other comparisons were made: (1) percentages of the sample of 
one-parent families with children and (2) percentages of the sample of two- 
parent families with children. These figures do not seem to be related to 
the rankings indicated above. Though these findings have not been statistically 
analyzed, family composition or structure seems to be unrelated to the cri- 
teria established. 


If these hypotheses for determining the probability of credit union 
success are correct, an analysis of the survey results in Table I suggests the 
great st growth should be found in the Johnson Homes FCU (Philadelphia), with 
Cherry Hi11 Homes FCU (Baltimore) in second place. This, in fact, has been 
the experience tu date. 


Analysis of the figures in Table I shows Philedelphia with the hig. < 
average monthly income and the highest welfare payment for a family of four. 
The percentege of famiiies on welfare is the lowest (33 percent), accordin, 
to housing authority reporting and second lowest (45 percent) in the aur.ey of 
the six projects; it is far below the 60 percent limit set in the crit«rta. 
Fifty-one percent of the Philadelphia households had been employed in “he six- 
month perio? just prior to the survey. This waa the highest employment for 
that period in any of the six projects. At the time of the survey, less than 
50 percent were unemployed. ' : 

Both Philedelphia and Baltimore had long-term residents, with the lowest 
percentages of recent turnover. Johnson Homes (Philadelphia) families had the 
highest attendance (48 percent) at residents association meetings in the prior 
six months. The highest newspaper readership (94 percent ) was reported in 
Priladelphia and the level of educatica in Philadelphia was exceeded only by 
Columbus. 


The Philadelphia project was one of three projects indicating a high 
use of tredit. In addition, 24 percent of the sample were or had been members 
of other credit unions. ‘This was :xceeded only by Columbus, with 36 percent 
reporting membership in other credit unions. 


Cherry Hill Homes families (Baltimore) had the second highest monthly 
income, although 61 percent of the families were on welfare, according to the 
LHA report. Only 36 percent had been employed in the six months prior to the 
survey, with 45 percent unemployed at the time of the survey. The Baltimore 
families had not used credit to the extent that Philadelphia families had and 
only 9 percent had been members of credit unions previously. 
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TABLE I 


COMPARISON OF DEMONSTRATION PROJECTS 
(Sample: 33 families in each of six projects) 


Columbus} Minneapolis} Philadelphia San Anton.o ; 


Field of Membership 1079 1172 | 
Median Monthly .ncome of a c | 
Survey Sample $251-300} $151-175 ' 


“~Kverage Monthly Income 
Reported by LHA $ $201 $199 
amilies with Welfare as J 
unly Source of Income 
¥ Families on Welfare 
(LHA Reports) 
Income Welfare Family of 
Reported in ve: 
neome Welfare Family of 
4 (LHA Reports } 


% Femilies with Income 
From Wages Onl 


% Families on Socia’ Se- 


curity,Total or Pr: wial 
% Sampie Employed in Las*{ 


Six Months 

% Sample Currently 

Not Employed 

Length ef P.i. Tenancy: 

Median of Sample 

' Sample in P.H, Nine 

Years or More _ 

¥ Sample in P.H. Less 

Than One Year 

% Sample Members of 
| Residents Association 
UY Sample Attending RA 
ing j 


Meeting in Lest *% Mor’hs 


Education Level: $ a 


Completing High Schoo 

£ Sample Reading News- 
paper Daily 

Median Hours View! 
a... 
Median Debts ©* Sample 


$ Merher of 6.0. 
Elsewhere i 
| >A Pent Fastite: 
in Survey 
1? Two-parent Yamilies 


* Thie the the Cherry Hill Howes vesident popuistion cniy 


** Cearter expunaion in May 1972 tnovrenees thie figure to gd? in total 
Prowction tc the tncrwesed meter. hip haa not been Laltiated 


Demonstration results seem to indicate that these measurements are 
factors for consideration in predicting the possibility of a successful 
credit union operation im a public housing setting. However, the events of 
the 18 to 20 months of operation have influenced the outcome as much or iore 
than these measurements of the project population. The following condensa- 
tions-of diaries kept for each project detail some of these influences. 


HOW THEY GREW 


Fach demonstration credit union had a unique set of circumstances and 
events that may have influenced its growth and development. The cooperation 
and continuing vitality of each residents association has been a determining 
factor in growth. Tied into this is the personality and leadership capacity 
of the manager. 


Alazan Apache Courts 
San Antonio, Texas 


This project must be considered a failure, although an educational 
one. The Alazan Apache branch office of the Sanyo FCU was closed on June 19, 
1972, when the Sanyo Federal Credit Union was placed on probation by NCUA. 
Thus, no deposits or withdrawals of shares are presently permitted. Even so, 
there will br no loss of deposits to Alazan Apache residents, regardless of 
the eventual outcome of the probationary status, because the credit union 
received deposit insurance automatically oy amendment of the federal law in 
late 1971. 


As a result of the pressure by NCUA to establish this project as a 
part of the countywide, OE0-sponsored federal credit unicn, the branch office 
operation was never supported by the leadership of the Alazan Apache Residents 
Association. The residents association executive committee was suspicious of 
the leadership of the original sponsoring group -- the San Antonio Youth Orga- 
nization (Sanyo) -- which was a funded CAP agency. The committee disagreed 
with the strong militant stance developing under Sanyo. The name Sanyo was 
anathema to it. . 


NCUA emphasized the availability of immediate loans for residents 
under the Sanyo Federal Credit Union memberst ip. By contrast, it would take 
more than 8 year to begin to meet the need for loans in a newly~organized 
project credit union. After mch deliberation, the residents sasociation 
reluctantly agreed to the affiliation, with a promise that the name Sanyo 
would be changed at the upcoming annual meeting. This promise was not kept. 


Most of the ectivity in the Alacer Apache Courts branch office was 
the reault of the efforts of the project manager. Her diligence resulted in 
@ total of 69 members, with $2085 in share deposits. In the early seontns of 
operation, very few loen applications were approved for the Alezan Apache 
geabers. Thin wes corrected, following « change in credit union management. 
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A total of 23 loans for $3196 was made to Alazan Apache Courts members in the 
last six months the branch office was in service. 


To spur membership growth, a group buying project for automatic 
washers was suggested when newly-modernized housing units provided a hook-up 
for this much needed convenience appliance. The housing authority offered s 
seed money deposit of $20,000 to facilitate loans for these purchases. The 
NCUA would not accept this deposit unless the restriction limiting loans to 
the project was removed. The housing authority would not agree to this, so 
the deposit was never made. 


From the experience of this credit union, it is possible to draw two 
ecnclusions: 


1--A credit union must be identified with the residents group; it 
must be "their thing." If the field of membership extends beyond 
the public housing project boundaries, major identification must 
still be to the project. Some residents must be included in the 
elected leadership of the credit union. 


2--The residents association must have reached a point of stable, 
accepted leadership that cen promote a credit union effectively. 
This was not the case in Alazan Apache Courts. The earlier leader- 
ship had been challenged and faith had not been established in the 
new leadership. A working organization had not emerged. An officer 
of the Sanyo FCU, who attended a residents aesociation meeting to 
explain the credit union, noted that there were personality con- 
flicts that prevented the residents association from being effec- 
tive in promoting the credit union. He referred to the situation 
as "too much individualism." 


Other factors may heave contributed to the minimal growth. The credit 
union branch office was in a housing unit isolated and at some distance from 
the project office. This is far from optimum in terms sf security and com- 
munication. As the survey data in Table I indicate, this housing project 
has the lowest median income; the highest vercentege of families on welfare; 
the lowest number of family wege earners; and the highest number currently 

_ mmemployed of all six dem nstration housing projects. Thus, the capacity 
to save is the lowest of any of the six. 


The salary paid the credit union manager was double the median income 
of Alazen Apache Courte. This caused some Jealousy in the project. Considere- 
tion should have been given to adjusting the salary of the manager to local 
stondards. The attitude, "She's paid for it -- let her do it,” was most 
prevalent in this project. Th: result was negative, competitive harassment 
from the residents association, rather than cooperative promotion of leader- 
ship. 
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The deciding factor, however, was the less than adequate management 
of the Sanyo: FCU.--This was-not within the control of the residents of Alazan 
Apache Courts. - : - oo 


Cherry Hill Homes” 
itimore, Maryland 

In contrast to the experience in San Antenio, this cooperative venture 
with an OE0-supported credit union is a hopeful one. Cherry Hill residents 
consider this as their own credit union, even though the field of membership 
extends beyond the borders of the public housing project. Three public hous- 
ing residents were elected to the board of directors and to the credit committee 
at the organizational meeting in August 1970. At tie first annual meeting, two 
were added to these positions of leadership. The Cherry Hill Homes Resident 


Improvement Guild and the housing authority have given excellent support to the 
credit union. ‘ 


The office space supplied by the housing authority is centrally located 
in the project, in a convenient and visible place. Full security devices have 
been provided under OFC funding. This office originally had a staff of five 
members; one position was supported by funds of the credit union demonstration 
project and two others were supported by OEO funds through the citywide CAP 
agency. The remaining part-time staff were paid out of income from the credit 
union. 


In December 1971, the project resident employed under the credit union 
demonstration was dismissed and a second trainee was hired. At this time, the 
role of this staff member was changed to focus the great majority of her time 
on promotion of the credit union within the public housing project. She spends 
less than an hour a day in the cffice. As a result, membership and credit union 
deposits have steadily increased since February. Recently, other staff changes 
have been made and the total reduced to three. A reorganization of roles is in 
progress. 


Loan services have not been developed optimally in this project to date. 
On June 30, 1972, only $11,500 of the $21,500 total in share deposits wae uti- 
lized for 79 loans to members. ‘Twenty-seven (34 percent) of these loans were de- 
linguent two or more months. This indicates a need for consumer education to 
promote sqund loans. The absorption of the staff with the food stamp operation 
has not permitted the needed emphasis on consumer education programs. 


Food stamp sales have produced excellent income for this credit union 
at 80 cente per transaction (see page 24). However, losses from accounting and 
transaction errora have veed up mach of this potential income. This -is expected 
to be torrected under the new staff performance. If so, thie credit union should 
— sufficient income to cover more than half the expenses in the immediate 
ture. 
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As noted in Table I, the stability of the tenant population in Cherry ! 
Hill Homes exceeds that of four other projects, with only 9 percent of the 
residents new to the project in the last year and 36 percent in residence more 
than nine years. This may be a pertinent factor for forecasting credit union 
success. i 
| 


If the growth record of the last five months continues, and the income 
from food stamp servicing is not depleted by faulty procedures and accounting, 
this credit union can reach a point of stability in the next year. Effort 
must be expended to clear up delinquent loans and educate the meabersh“p in 
the best use of credit. 


Lincoln Park Homes 
Coiumbus, Ohio 

The strorg s.pport of the Columbus Metropolitan Housing Authority is 
the predominant factor in this credit union demonstration. CMHA wade a deposit 
of $20,000 in authority funds to support loan activity. (The legal basis for 
LHA deposits in insured credit unions ts given on page 31.) The authority is 
still seeking its original objective of an authoritywide credit union, 


The vuwhusiasm of the housing authority, however, has not been matched 
by the residents of Lincoln Park Homes. Growth in members, share deposits, 
and loan use has been slow. Great effort has been put into newsletters and 
flyers, contests, and drawings. The results have been minimal. As revealed 
in Table II, less than £0 percent of the field cf membership was enrolled ag 
ef June 30, 1972; loan activity is very low, despite the large seed money 
deposit. 


A group of women formed en auxiliary organization called the "Overnead 
Club" to raise money and to promote the credit union. Many of them were 
credit union officers. They sponsored several social events in the project. 
t many residents came to resent the dominance of this clique of leaders; 
efter seversl months, it was recognized as a negative influence on credit 
union growth. 


Later, a buying cly vas of its 
mparative shopping pro } 
housing and home management at 0 State ersity servex resource 
2 participa: 
iw” re 


_ 


Pp has been no r 


Had the training program given to the 24 selected residents in 
Baltimore been made available in each demonstration project to all project 
residents, it could have given strong and immediate impetus for credit 
union growth. In preparation for an authoritywide charter, such a train- 
ing program should be utilized. 

If the leadership that eventually develops in Columbus equals the 
support of the housing authori.y, this should be a viable credit union. Care 
must be taken, however, to make this a project for the residents and not a 
"company union." The seed money deposit of $20,000 has tended to diminish 
the amount of member share deposits. At present, the deposit greatly exceeds 
the need for loan funds by this limited membership, although the income from 
interest has produced a favorable balance sheet and may provide a dividend 
payment this year. 


Consideration should be given to depositing seed money on a matching 
basis with the deposits of members. A credit union financed entirely by non- 
member deposits may become another "for free" project and could possibly lose 
the important objective of building community self-esteem. 


Glenwood Lyndale 
Minneapolis, Minnesot _ 


This credit union had a strong beginning. Share dep :its of the first 
100 members built up quickly. The momentum decreased for a period. It is 
now on the increase again. Since the date of charter, this project has experi- 
enced many changes of leadership in the supporting organizations: the residents 
association and the community service center. The credit union presidency 
bas changed three times and several posii‘ons on the board and standing com- 
mittees have also been fluid, although leadership is showing more signs of 
stability now. 


This instability has made the manager's Job a more difficult one. 
She has been effective in dealing with the change and in focussing the atten- 
tion of elected officess on the problems at hand. However, potential growth 
has been diminished. 


In the early months, 
Credit Union League was most ‘pful to th anager and elected officers. He 
Was cooperative and ourag in attitude to this Limited-income group. 
After a leave of absen h to the field and is available 
as & resource when sblems arise. The NCUA examiner has been most helpful 
in bis periodic ¥ . He has emphasized the need for greater involvement 


the planning to promote membership in the adjacent Sumner Olson housing project. 
(This was approved as an extension of the original field of membership in May 
1972.) Such training for at least 25 members could build the strong motivation 
needed for person-to-person contacts. A credit union is a new idea to the major- 
ity of tenants. It is a complex organization that cannot be sold without full 
understanding. . 


The seed money deposits have been essential to the development of the 
Minneapolis project. The first deposit of $2000 by the General Mills Foundation 
was used for 10 loans to purchase automatic washers. Over a period of six months, 
a total of 15 women participated in comparative shopping for automatic washers. 
Individually and in groups they approached a wide variety of home appliance out- 
lets. They bargained for a discount on the basis of 10 simultaneous purchases. 
The machines purchased for $189 from a leading department stoie were listed at $2 


A second deposit of seed money by the Pillsbury Company averted a major 
withdrawal of savings just before Christmas 1971. In this project, it has been 
difficult to retain share accounts when they build up to significant sums. 
Family needs outweigh the value of thrift. Without additional seed money, loan 
funds would have been periodically depleted. By adding the seed money on a 
matching basis, member deposits have been encouraged. 


Money orders have recently been added as a service (see page 25). This 
is bringing in new members. Central rent collection makes this service a great 
convenience to residents. 


Mar’v delinquency problems were effectively resolved. A second build- 
up of such ,z vblems now needs attention. Defaults on loan payments must be 
dealt with before they are two months delinquent. A routine must be developed 
for early action by the manager and several board members. The pressure of the 
common bond must be utilized. 


With effective promotion to the additional field of membership of 734 
families (the total is now 1242) this credit union has the opportunity to become 
fully self-supporting in time. Teo do so, the leadership must soon develop intc 
@ cohesive, dedicated group. To date, too mich of the responsibility has been 
left to the manager. The "cooperative" aspect has not been realized. 


James Weldon Johnson Homes 
Phil «elphia, Pennsylvania 


Of the six credit unior demonstrations, Philadelphia has achieved the 
steadiest membership growth and the highest rate of share deposits, The 
coincidental employment of reeidente in a training and employment program for 
modernizing public housing units and the resultant payroll deductions to the 
eredit union accounts of these newhy-employed residents provided an early 
build-up cf ehares and secured loans. The convenient financial vervices of 
the credit union have been most helpful to these newly-employed families. 

is 
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Also of importance is the established and stable residents associa- 
tion. Over the years, the residents association provided experience in orgs- 
nizational behavior. It has a proven record of accomplishment and its leaders 
are accepted and supported. The credit union was initiated end supported ly 
the residents association as an additional service to tenants. It served (9 
strengthen and increase the project leaders, who work cooperatively rather 
than competitively. 


The manager has expressed the major problem as that of convincing the 
residents that the credit union is "for real, not just another promise that will 
goon fade away." The servicing of 191 loans totaling $33,980 as of June 30, 1972 
4s providing the needed reality. 


There are several other factors that have had a positive influence on 
the Philadelphia demonstration: (1) the field representative of the Pennsyl- 
vania Credit Union League has been an excellent resource for the manager and 
the board. His advice and assistance have been readily available and most sup- 
portive; (2) a $5000 seed money deposit was made by another emedit union and 
has been used to maintain the high level loan service and to prevent withdrawals; 
(3) income from interest and money orders is sufficient to cover all expenses 
other than salary end will provide a dividend in this year of operation; (4) the 
credit union manager is a fully-motivated, creative individual who realized very 
early that the credit union would never succeed under her efforts alone. She 
has asked for the full assistance of the board of directors. She gives definite 
assignments ard she asks for cooperatio:. The manager utilizes every contact 
to build confidence and support for the credit union. She is maximizing ser- 
vices to membership. A major membership promotion is in progress. The gceel 
is a minimum of 50 percent of the field of membership before the end of tl: 
year. 


The field of membership under the present charter in Philadelphia is too 
gmal} to build a fully self-supporting credit union with e salaried manage. 
Expansion to an authoritywide status has not received approval from NCUA. The 
manager is working with the board of directors to provide alternative sol: tions 
that will tiild the income of the credit union and retain its valuable services 


~4n the project. The capacity to cope with adversity is here. This is the most 
hopeful project of the six. - 


Giipin Court 
Richmond, Virginia 


This credit union has experienced many delays and frustrations in its 
development. it was the last of the sites to receive a charter: services Degen 
on March 12, 1971. The resident essociation deteriorated in the first half of 
77 and provided no help in mromoting the credit union. It was not until 
September 1971 that the NCUA sieff began active technical assistance to the 
project. All these factors contributed to e very low state of morsle in the 
first nine sonths. ~ 
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In October 1971, the first Manager resigned. She remained as a member 
of the board of directors and trained the member of the supervisory committee 
who was selected as her replacement. The first president resigned in November 
1971 and was replaced by a retired resident who had been a long time member 
of a local credit union. 


Thus, after seven months, the organization finally had a firm basis 
for operation. Membership and share deposits began to increase. Food stamp 
sales were initiated in February 1972 on a minimal basis. Participants at 
the first annual meeting in March 1972 elected as president a former member 
of the credit committee who has been a concerned and vocal leader of welfare 
families. The residents association has now been reorganized and shows signs 
of being cooperative in promoting the credit union. 


A buying club was organized for comparative shopping for automatic 
washers. Eight women, using credit union loans, purchased top-r: ‘-d washers 
at $30 discounts. Seed money from a church group supplied the needed capital. 


: The experience in this project points out many of the potential pit- 
falls of a limited-income credit union where the residents are apathetic 
about new programs. A cooperative and enthusiastic housing authority cannot 
make up for a weak and disinterested residents association, which must have 
full opportunity to assess the value of credit union services for the proj- 
ect commmity. This can only be done through a training experience for a 
significant number of the project residents. If a housing authority is sold 
on the value of a project credit union, it can best promote it by offering 
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full indoctrination for the resident leadership in the pre-charter stage. 
THE STATISTICS OF GROWTH 


Federal credit unions are required to post a financial and statistical 
statement at the end of each calendar month. The relevant data from five of 
the six sites on June 30, 1972, are summarized in Table II, page 22. This 
represents an objective basis for comparison of the viability of the five 
projects still in operation. (San Antonio is omitted, since the financial 
and statistical statements of the Sanyo Federal Credit Union did not reveal 
the activity of the Alazen Apac’ > branch office. ) 


On the basis of these statistics, Philadelphia and Baltimore must be 
rated as the most successful projects as of June 30, 1972. Philadelphie kas 
involved less than 50 percent of the field of membership, but the level of 
activity of the 225 members has been the greatest of all the demonstration 
sites. The average deposit and average loan per member is the highest of 
the f{ve. The total vaiue of $33,980 and 191 loans is outstanding, especially 
in view of only one delinquent loan of $40. The inesiie of $583 for the first 
six months of 1972 is outstanding because it reflects incone entirely from 
iy (The income figures for Baltimore and Richnond include foc3 stamp 
income. 
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Baltimore, by contrast, has a higher percentage of members involved but 
a much lower average deposit and a very low ioan average. The larger income 
and balance reflect food stamp income. Baltimore's delinquency problem ‘is 
eritical and must be solved soon, if the future is to be secure. 


Philadelphia needs a-membership promotion to optimize operation. This 
is now in process. It will also need an increase in the field of membership if 
it is to achieve self-supporting status with a fulltime or part-time paid staff. 
Since the prospect of charter expansion is dim, plans are being made to operate 
on a volunteer basis after December 30, 1972. Members who will serve in the 
office as volunteers are enrolled in an eight-week bookkeeping course sponsored 
by the credit union league. The present manager spends one evening a week with 
these members relating this training to the reality of office procedure and pro- 
blems. The breadth of responsible leadership is a positive factor in this 
credit union. 


Minneapolis has potential, if promotion to the new field of membership 
is vigorous. The sporadic share deposits, diminished periodically by heavy 
withdrawals, have not been optimum and would have been inadequate without the 
availability of seed money. Membership gains in the first half of 1972 have 
been good, but have not been matched by share deposits. This will require 
vigorous and early promotion of regular share deposits by @ large membership 
to reach a status of viability. 


The summaries of financial data for Columbus and for Richmond reflect 
the lower enthusiasm of the residents in these two projects. The high enthusi- 
asm of these two housing authorities has not been matched by the fields of 
membership. This supports the demonstration's conclusion that unless a resi- 
dente association shows full initiative when a credit union is suggested, the 
housing authority should not pursue the matter. Columbus might spur a revival 
by expansion of the membership to an authoritywide base. “Richmond has been 
showing a vigorous revival after a late start; income from food stamps sales 
will support the manager's salary on 4 half-time basis after the subsidy ends. 
The outcome is at this time undetermined. 


EVALUATION 


The demonstration project has provided valuable insight into some of 
the problems and conditions involved in setting up a successful credit union 
in public housing. Some cf the difficulties are the result of the proposal 
design. Changes in approach heve been suggested to ensure optimum conditions 
for a successful credit union in public housing. 


In the early months of the project, the trainees commented frequently: 
"If they only knew rhat we now." They were referring tc the valuable insight 
into their economic opportunities and consumer habits gainec from the training. 
Yet they were unable to pess this on in its full impect to their neighbors. 
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‘ABLE II 


SELECTED FINANCIAL AND STATISTICAL DATA 
(Five of six projects; figures not available 
for Alazan Apache Courts, San Antonio -- See page 20) 


cotustus | uloneapolt 
ee: 
Active Membership 6/30/72 
onan * 5. Potential 
6/30/72 
ues | a. hea 35. a4 34. a 27. "er 
Membership Gain 
I/1 to! 6/30/72 “3.18 | 13.68 
sat >. aiasipenbag j ea, $21,708 {8,850 $13,970 
Nonmember Deposits oe aa I 
6/30/72 oa $6,000 
gripes = $18,053 | $1,780 {$2,850 
ie ber Deposits 
Ratic: member 8 
to Total Depeatte ($) 848 18 
sg.42_ | 91.46 


= 
z 


be 
to 6/30/72 172 


‘Value of Leuns + : 
6/30/72 59, ae 


ecounts Delinquent 


$12,538 $26,826 $33,980 $4,460 
$107.16 $177.90 $20.46 
2+ Months on 6/30, 
Total of Delinquent 


Accounts on 6/30/72 $170 


##* Ratio: $ Delinquent to 5.1% 
Loans 6/30/7 


& 
8 


fatio: Reserves to 
Ratio: Loans to Shares 15.1% 85.8% 87.4% 


Thies is total field of membership for Cherry Hill Homes only. 
“* 734 families were recently added to the field of membership. Promotion to this 
addition has not begun so they are not included in calculations. 
National sverage ic 3% overall; 12% for credit unions with share deposits under $25,000 
Not comparable ae mijor yearly expenses have not been made in all sites and subsidics 
for ealaries have been inciuded in some. 
ents Includes incese from focd stampa 
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One of the problems, as the maneger of the Philadelphia demonstration 
pointed out, was that "it is difficult to make them realize that the credit 
union is for real. It sounds like another 'pie-in-the sk’' government program. 
They just can't believe that we can really do it." 


These comments demonstrate both the importance and the difficulty in pro- 
moting a credit u project among low-inco ¢ tenants. In all six projects, 
promotion has be< wer than anticipated. .*ere are several reasons for this. 
The four trainees i each site were well-motivated throughout the training 
period. This was diluted by the selection of one as a salaried manager. It 
had been hoped that the other three trainees would help promote the credit 
union on a volunteer basis, but most of them tended to lose interest when they 
were not chosen for the paid position. At the same time, the manager was kept 
busy with matters of office routine and bookkeeping in the early months and had 
little time for the needed door-to-door promotion. In addition, technical assis- 
tance from other sources was not strong enough to fully motivate the elected 
leadership to expand personal efforts ior increasing membership. Promotion 
took the form of newsletters, flyers, and contests, supported by the subsidy 
of $400 allotted for this purpose in each project. These methods are of ques- 
tionable value and cannot equal the effect of person-to-person contact. 


It had been hoped that residents associations would be used as primary 
vehicles for promotion, but they were never fully utilized. There are several 
reasons for this. In one instance, the credit union and the residents associ- 
ation became competitive rather than cooperative. In others, the residents 
association was diminished in importance and activity. The optimum relation- 
ship would build the capacity of the residents association in the promotion 
role and permit the credit union leadership to concentrate on the financial 
decisions of credit union operation. This offers the opportunity for building 
leadership -- a prime objective of the demonstration. 


These observations suggest two modifications in the pre-chartering 
process that could lead to more effective promotion end a faster build-up of 
active membership. First, the basic training, which provides the motiviation 
and understanding of the credit union as a cooperative organization, should be 
offered to all residents of the housing project. Second, the task of enrolling 
a large portion (at least 30 percent) of the residents for this training should 
be given to the residents association. If possible, professional guidance in 
effective promotion techniques could be provided by the housing authority to 
assure a well planned and thoroughly conducted campaign. From these training 
sessions, a group of interestei and fully committed leaders should evolve. 

If this does not happen, the project should be dropped. Ti. demonstration 
fully supports the conclusion that support of the housing authority or other 
agencies cannot be substituted for tenant commitment. A minimum of 25 residents 
must be sold on the worth of credit union services to the extent that they will 
make it a first priority in their volunteer efforts. 


A third area of promotion is the full reporting of credit union progress. 
This hac been neglected in all six projects. The best spur to credit union growth 
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is ‘‘ realization of the mltiplier effect of small regular contributions by 
many individuals. The availability of $33,890 for 191 loans in Johnson Homes 
in Philadelphia over an 18-month period is a success story with the greatest 
potential for promotion. Insufficient attention has been given to this in all 
projects. 


The demonstration also suggests that the payment of a salary to one 
person in the early stages can be questioned. In all projects except Phila- 
delphia, the study found some resentment concerning the employed status of 
the manager. The "leave it to the manager -- she's paid to do it" attitude is 
not in keeping with the cooperative nature of a credit union. It should be 
noted that most credit unions begin on a volunteer basis. It is only the 
limited-income credit unions that have had a government subsidy in the grow- 
ing years. This demonstration suggests this may be disfunctional. 


The manager's role can be divided into several smaller roles that can 
be performed on a volunteer, part-time basis until income will allow employed 
staff. This would serve to put more emphasis on the growth and earnings of 
the credit unién and set a definite goal for the future. I+ should prescribe 
the wider and deeper involvement needed for steady and immediate growth. The 
goal should be steady, continuous growtn of share accounts to a minimum of 
50 percent of the potential membership and $60,000 in capital. The pre-charter 
training shovld enable the membership goal to be reached in one year; the dollar 
goal should be reached in five years, at the most 


NCUA has questioned the need for seed money. This skepticism is jus- 
tified in the case of Baltimore, where the lean volume shows that member de- 
posits have not been fully utilized. In Columbus, the one large deposit has 
retarded member deposits, though the investment of it has he) ped on the balan-e 
sheet. 


However, these examples should not negate the importance that seed 
money plays for some limited-income credit unions. In Philadelphia and 
Minneapolis, seed money deposits saved the day and permitted loans to replace 
possible large withdrawals. Experience suggests that for the full and early 
loan service necessary for limited-income families, seed money is needed. It 
should be deposited, however, only on a matching basis. The two-to-one ratic 
of seed money deposits to member share deposits (as in the Minneapolis project) 
is the maximm ratio. A one-to-one basis may be fully sufficient. 


The sale of food stamps for additional revenue is also questioned by 
NCUA. Food stamps, provided through the Department of Agriculture funding, 
are a means to supplement a low-income family's food budget. If a family can 
only afford to pay $20 a month for food, but needs are for $100 for food, it 
can pay its $20 at an authorized food stamp center and receive stamps worth 
$100 in food, which can be redeemed at most grocery stores. One problem is 
that many authorized food stamp sales offices are at distant locations, requir- 
ing a long bus ride and that, once there, a long wait in iine is necessary. 
The state welfare department can contract for food stamp sales to be made in 
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a credit union office. The credit union can realize 70 to 80 cents for each 
food stamp transaction. 


Id2ally, the sale of food stamps should offer an opportunity to pro- 
mote credit union membership, since it brings residents into the office when 
they have money in hand, To date, this cannot be substantiated by the results 
in Richmond or Baltimore, where food stamp sales have overshadowed credit union 
membership. It is, nowever, an excellent source of income and a great conveni- 
ence to project residents. With sufficient volunteer help, food stamp sales 
could be utilized to promote credit union membership and savings. 


Money orders are also a good auxiliary servive. A money. order provides 
& means for a person without a checking accouut to send a draft rather than 
cash tc pay for services. Credit unions can charge for preparing money orders. 
In Minneapolis, the fee is 20 cents per money order. In Philadelphia 35 cents 
is charged and a money order is not issued unless the member adds to his share 
account. The income from this service is not large, but it does augment credit 
union services and may prove very helpful in preventing rent delinquency. This 
service shovli be initiated in the early months of credit union operation. 


An evaluation of the five demonstration projects (San Antonio excluded ) 
shows that Philadelphia has come clesest to full viability. There are problems 
to be solved but the capacity is there. 


Baltimore has the basic elements of success. If credit union activities 
are placed first in importance and delinquency is controlled,a succesefui organi- 
zation will evolve. 


The projects in Minneapolis, Richmond, and Columbus have not arrived at 
a stage of stability or maturity as yet. With continual support and guidance, 
they can succeed. If the early laput. suggested in this evaluation had been 
available in the pre-charter period, tue impetus engendered would have at least 
doubled the membership and share deposits recorded on June 30, 1972. 


In all five projects, the credit union has been of great value to those 


involved. The full realization of its importance has not been effectively pub- 
licized. The main conclusion of the demonstration is that a credit union can be a 
valuable project for public housing families; it is definitely an activity worth 
developing and encouraging. on 


CHAPTER, a ) fe] 
EME 


The experiences of the six demonstration sites provide many insights 
into the optimum conditions for a successful credit union for low-income fam- 
ilies. These conditions cannot be met by every public housing project. In 
deciding whether the ervironment has potential as a setting for a successiul 
eredit union, the public housing executive must realistically evaluate his 
answers to the following sets of questions: 


1--Is the residents association a mature and steble force in the public 
housing community? Is it respectcd as a leader? 


2--Is the project large enough for a fully self-supporting credit union? 
If not, what other options are availeble? 


3--Are there potential sources of nonmember deposits (seed money), if 
needed? 


This chapter is smal with some of the factors that should be con- 
sidered in looking at these questions. It is clear that a credit union will 
not work in every public housing project, though the demonstration indicates 
that it can in many. Realistic assessment of the above questions will give 
a good idea of whether a credit union may be a positive experience and whether 
it should be undertaken at all. 


While a successful credit union can be of great benefit to tenants and 
management elike, a weak, inefficient or j.vorly-funded one can do more harm 


than good. A credit union that fails can further diminish the horizons and 
expectations of a low-income family. 


THE RESIDENTS ASSOCIATION 


The clearest conclusion of the demonstration is the need for a mature, 
stable residents association; this is the foundation for building a successful 
credit union. 


The housing administrator should look at these questions: 


1--Is the residents association concerned with improving the way of 
life for all tenants? 


2--Is there stability and continuity to the leadership? 
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3--Does the residents association enlist at least one-third of the resi- 
dents in the activities? : 


4--Has the leadership proven itself by plenning and completing worth- 
while projects that involve and benefit a high percentage of the tenants? 


As stated earlier, the ideal relationship between the residents associ- 
ation and the credit union is one in which the residents association assumes 
full responsibility for promotiou of the credit union and the credit union 
officers are wholly concerned with financial management. This relationship 
was not fully realized in any of the demonstration projects because the resi- 
dents associations were not trained to function fully in the promotion role. 
(Training needs ere discussed in Chapter 4.) 


It is important to consider the possible impact of a credit union on 
a residents association: the credit union must be a completely independent 
organization; a legal body that cannot be controlled by the residents associ- 
ation, except through the annual election of officers. Only a mature and 
stable residents association will not be threatened by a rival organization 
that has the impressive credentials of # legal charter and an important finan- 
cial function that is regulated by an agency of the federal government. A 
cooperative attitude, free of competition and rivalry, mist be nurtured by 
the leaders of the two organizations. The most satisfactory relationship 
between the credit union and the residents association was achieved at the 
Philadelphia and Baltimore sites. Here, the stability and leadership of the 
resident groups was supportive. They were not diminished by the advent of 
the credit union; both had completed worthwhile projects for the benefit of 
the residents and operated in an atmosphere of credibility and security. 


The survey indicates a higher percentage of the families in Philadelphia 

had lived in the project nine or more years. Baltimore and Philadelphia had 

the lowest number of residents with less than one year of tenancy in public 
housing. In Baltimore, the respondents indicated a strong approval for the 
public housing community and 73 percent felt it was a good place to raise a 
family. This suggests that if the turnover in tenancy is low and the public 
housing environment is accepted positively by the majority of tenants, then, 
with adequete training available to the residents, a credit union may have 

a fair chance of success. es 


SIZE OF PROJECT 


The National Credit Union Administration suggests* that 300 families 
should be the minimum field of membership for a credit union in an urban com- 


Se ae ene RRR 


*National Credit Union Administration. Organizing a Federal Credit Union, 
1972. Page 3. Government Printing Office, Waki, De €. 20402. 
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munity. The size of the field of membership is not the only criterion; equally 
important is the ability of the members to save over a period of time. This - 
determines the potential of the credit union to accumlate capital and, thus, 
to make loans. 


This demonstration project suggests the following parameters as vaiid 
guidelines in estimating the accumulation of —_ for a public housing spon- 
sored credit union: : 


l1--An average of 50 percent of the field of membership can become active 
savers if promotion is actively pursued; 


2--The average monthly deposit per member is not likely to exceed $2, 
unless there is an opportunity for employment of tenants in LHA pro- 
grams (i.e. modernization, maintenance, or social services) and payroll 
deduction to the credit union is authorized; 


3--Withdrawals can be expected when savings reach a level of $50, if 
loan funds are not available to meet the immediate financial needs of 
the family. 


The criterion of 400 to 1500 families that was established for site 
selection in this demonstration is not totally ccmpatible with the budgetary 
requirements necessary to support a fulltime, salaried manager. The demonstra- 
tion projects have required approximately $5000 a year to cover the operating 
expense of an office with a fulltime manager who is paid a salary of $80 a week. 
NCUA suggesis that a capitalization of $60,00C is required to support this ad- 
ministrative cost. Considering an average loan share ratio of 65 percent, it 
is clear that, even with capitalization of $60,000, additional income producing 
services will be needed if a dividend is to be paid on share deposits that can 
equal the interest paid by other savings institutions. : 


A capitalization of $60,000 is feasible (but not necessarily probable) 
for a field of membership of 1000 or more, if the above guidelines -- 50 percent 
active membership and an average of $2 per month in share deposits from each 
participant -- apply over a five-year period. 


There are a limited number of single housing projects with 1000 or more 
dwelling units. Under what conditions come a housing project of 300 to 1000 
units consider a credit union? 


Small projects might include the surrounding neighborhood in their 
charter areas. If public housing residents are actively involved in the pre- 
charter activity and training and are selected as officers, they may relate to 
a larger commnity as well as if it were bounded by their project walls. In 
fact, this was the case in Baltimore. Placing the credit union office in a 
central location in the housing project helps to build up resident identifica- 
tion. 
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Smaller projects can be feasible when administered partially or totally 
by volunteers. Housing authorities may be able to find a source of funds for 
the salary of a part-time manager or bookkeeper. In employment-based credit 
unions, this support is frequently supplied by the employer in the beginning 
years of operation. The task that requires the greatest expertise and experi- 
ence is the end-of-the-month closing of the books and the completion of the 
federal financial and statistical statement. If a resident is paid to perform 
this task, officer volunteers can be bonded to perform the daily business trans- 
actions. Generally, when a credit union is operated this way, office hours are 
limited, since the officers have other commitments. However, under this means 
of operation, credit union officers are more deeply involved in the day-to-day 
operations of the credit union. This could be a positive factor; in the demon- 
stration projects, boards of directors were slow to grasp the importance of 
the organization and management of the project office because they lacked this 
involvement. | 


: It is the loan service that proves the worth of a credit union. If 
share deposits are regular, the accumletion of capital will be as significant 
in servicing the loans of a membership of 200 as it will be for a membership 
of 1000 families. The multiplier effect of deposits -- when translated into 
loans -- is the miracle of the credit union. Philadelphia transformed an 
accumulating total of $13,970 of capital into $24,000 in loans to 191 members 
over an 18-month period. This was a significant service, not only to the loan 
recipients, but to each of the 225 shareholders. 


SEED MONEY 


As was indicated earlier, there are two schools of thought about seed 
money or nonmember deposits. NCUA discourages the use of outside funds and 
holds that all credit unions should be supported solely by the savings of 
members. Its judgment is that seed money reduces the incentive for regular 
share deposits by participants and, thus, defeats the concept of thrift that 
is basic to credit union success. This seems to have been the result in 
Columbus, where a large sum was deposited by the housing authority before the 
loan activity indicated the need for that amount of capital. 

_. . On the other hand, low-income credit unions have difficuity building 
up capital at a rapid rate because the participants have limited discretionary 
dollars to place in savings. Seed money need not reduce incentive, if it is 
added on a matching basis to provide a savings goal for members. In Minneapolis, 
& group of foundations agreed to place $2000 in nonmember accounts each time 
the member deposits increased by $1000. Thus, seed money actually served as 
a stimulus for building share accounts. Seed money also increases the income 
and, thus, speeds the day when a credit union can bec.wme self-sufficient and 
make dividend payments to members. 


The demonstration project found seed money deposits necessary to prevent 
withdrawals by families for emergencies or seasonal needs. If loan funds are 
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available, members can be encouraged to take out a loan in place‘of a withdrawal. 
The repayment can be on a fixed sum basis that will repay principal and interest 
each month, plus a small deposit that increases as the monthly charge for interest 
decreases. The share account then serves to secure the loan. 


Provisions for nonmember deposits were included in the amendments to 
the Federal Credit Union Act in late 1970; the same legislation also stipulated 
that deposit insurance would cover the first $20,000 of any account. Thus, 
these nonmember deposits have the same security that they would have in a sav- 
ings and loan institution or a bank, even though their earnings may be less. 


To facilitate such deposits, HUD issued "Transmittal Notice #9," dated 
August 12, 1971, amending the Low Rent ate fog oe Te Handbook. This notice 
authorizes tne investment of excess 8 in federally-insured credit unions. 
It has been suggested that tenants security deposits could appropriately be used 
for a seed money account because they are funds held in escrow for tenants. 
The public housing enabling acts in some states require that authority funds 
must be deposited in the same sources used by savings and loan institutions, 
thus excluding credit unions. Now that credit unions have deposit insurance, 
the law could be changed to,include them as a depository. However, an inter- 
pretation of the law might exclude tenant security deposits from the category 
of “authority funds" and, thus, permit their use as credit union seed deposits. 


Another source of funds may be the earned housi ments account 
(EHPA) under a Turnkey III Homeownership Opportunity Program. These deposits 
normally remain in escrow accounts for several years. The EHPA funds could 


be deposited in joint accounts of the housing authority and the homebuyer, 
with withdrawals permitted only under both signatures. 


Credit unions can also look outside of the housing authority for non- 
member deposits. In Minneapolis, several foundations have invested seed money. 
In Richmond, local churches have made deposits. Philadelphia has received seed 
money from another credit union as a result of the good record of loan repay- 
ments in this project. A housing authority can assist the credit union in 
finding seed money sources in the community. 


PROGRAMS RELATED TO A CREDIT UNION PROJECT 


There are several concurrent programs serving public housing tenants 
that can utilize the services of a credit union to great advantage. These 
programs have the added benefit of spurring credit union membership aad share 
deposits. 


In Philadelphia, the training and employment of residents in the moder- 
nization program provided opportunities for payroll deductions to the credit 
union by these newly-employed tenants. This financial service helped families 
establish a pattern of money management and thrift and also helped bring Phila- 
delphia the Beene average deposit of any of the demonstration credit unions. 
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Other housing authorities are now implementing similar programe of training 
and employment; a credit union is an excellent complementary activity. 


A second program is the relationship of credit unions to homebuyer 
activities. (None of the demonstrations included a Turnkey III homeownership 
project, although Columbus will, if its credit union is expanded authoritywide. ) 
Homebuyer families have great need for savings and loan services to satisfy 
the many financial demands that result from furnishing a new home. Ongoing 
consumer education programs as well as family financial counseling would be 
beneficiai to these families. One housing authority has asked that the credit 
union manager be trained in family financial counseling so that the housing 
authority can contract with the credit union +o provide financial counseling 
services for homebuyer families. 


The credit union might actually serve as the "homebuyers association," 
which is a required part of a Turnkey III program. This could be a real advan- 
tage, especially in cases where units are built on scattered sites and, conse- 
quently, homebuyer interest in joining an association is diffused. The credit. 


_union office could easily become the focal point for common concerns of the 
homebuyers. 


A third related program is the sale of food stamps. Food stamp sales 
are hecoming a burden for banks in some cities. As a result, welfare depart- 
ments are seeking new sales locations and housing Projects have been approached 
for thie purpose. Although a credit union office is ideally set up to handle 
such transactions, the demonstration has verified that there are hazards in 
adding a food stamp service to a credit union operation, because food stamp 
service tends to diminish credit union activity. On the other hand, food 
stamp sales can provide excellent supplementary income to the credit union 
and a great convenience to tenants. A credit union could be set up in such 
&@ wey as to maximize the use of one service to spur the growth of the other. 
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‘tiie MQUSENG APH TY SUCDORT 


One of the criteria used to choose projects for the demonstration was 
the cooperativeness of the housing authority. The demonstration did show that 
a credit union in public housing has mich less chance of succeeding if it 
does not have the support of housing authority management. 


Housing authority support can take many forms -- office space; train- 
ing; security; staff -- but perhaps the most important is old-fashioned moral 
support. Encouragement is a crucial contribution of the housing authority in 
the pre-chartering stage. Residents may be chary and skeptical of a major new 
undertaking like a credit union, as in Philadelphia, where the credit «mion 
manager commented that tenant reaction to the project was "they can't believe 
it is for real." The experience with the demonstration sites showed that this 
is a typical reaction among tenants to such an enterprise. 


No matter how well intentioned and dedicated housing authority managers 
are to a credit union project, their active involvement is likely to be suspect 
and even resisted to a degree. In each of the demonstration projects, tenants 
at first feared that the housing authority would use the credit union as a 
vehicle to meddle in the residents' personal financial affairs. This fear was 
soon dispelled. It is illegal for any agency to scrutinize member accounts 
without the individual's permission. 


Once the psychological barrier that often evolves out of the landlord- 
tenant relationship is dispelled, the housing authority.can find numerous 
ways to support and nourish the credit union, while at the same time insuring 
that it remains a tenant-run and controlled project. Major avenues of support 
are detailed below. 


OFFICE AND MEETING SPACE 


All facilities were supplied without cost by the housing authorities in 
the demonstration project. These facilities included office space with accep- 
table security, furniture, and utilities, including telephone service. 


The location of the credit union office is critical and should strike 
a balance between visibility and privacy. At some of the demonstration proj- 
ects, the office was located in a community service center; in others, it 
was placed in a rental office; still a third option is the release of a rental 
unit for credit union use. Any of the three offers a convenient, accessible 
location for tenants to make deposits. Each also has disadvantages that should 
ve evaluated before deciding which type of facility to choose as an office. 
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Unless space in a commnity center is somewhat separate from other activity, 
it may be too noisy and may lack the necessary privacy in which to conduct 
credit union business. Tenants may be suspicious that there is close hous- 
ing authority scrutiny over credit union business if it is conducted in a 
rental office. Yet, it is difficult to provide security in a rental unit 
that is separated from the center of project activity. 


Credit union managers in all the demonstration projects ‘were concerned 
with the physical appearance of the offices. They wanted them to have an 
attractive atmosphere -- inviting yet businesslike. There is no need for a 
credit union office to be large -- 80 square feet in size is sufficient -- 
but it should have a private area, with enough room for a desk, a file cabinet 
that locks, and several chairs. 


. Three of the demonstration project offices have been provided sith 
transaction windows, one of which has bulletproof glass. In several of them, 
this arrangement was found useful when food stamps or money orders were being 
sold. An office without a transaction window, however, has a more personal, 
nonbureaucratic touch that may encourage participation. 


Every office must be equipped with a telephone. In the demonstration, 
four housing authorities provided this service for the credit unions. Ideally, 
the telephone is tied into the switchboard of the LHA project office or the 
community service center. In this way, messages can be left when the manager 
is out working in the project. 


Security was of great concern to both management and residents in the 
early discussions on site selection. The fears expressed have not been justi- 
fied by experience to date: only one break-in has been reported. Nevertheless, 
the credit union office will not meet federal insuring standards unless its 
security is adequate. In fact, thie is one of the first items the federal 
examiner will check when he visits the credit union office. 


Bonding, required for all credit unions by federal regulation, calls 
for a safe and secure place for records and money. The rental office safe 
could satisfy this requirement. The blanket security coverage of the housing 
authority rental office may be adequate for the credit union; if not, the 
credit union office will need security precautions of its own, such as a guard 
or an alarm system. This poses a problem of cost when an isolated rental unit 
is used. 


Bonding is supplied by a firm under the auspices of the Credit Union 
National Association (CUNA). The bonding fee is very reasonable; it covers 
losses up to 1 million dollars from any cause except mismanagement. The FBI 
is the chief investigator in all cases of theft or embezzlement and an FBI 
sticker is placed on the door of each federal credit union office. 


The final factor that should be considered in setting up the credit 
union office is meeting space. As many as 20 officers of the credit union 
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may be « «main on a monthly basis and once a year an annual meeting of all 
the membuse ‘8 1d. Im addition, space may be needed for consumer education 
classes. /'. . these can be provided exclusively for the credit union or can 
be shereu w.°’ uther community services. 


STAFF INVOLVEMEI. ° 


HUD suggeste that e specific housing authority staff member be assigned 
to work with a credit union. This policy can have an unfortunate effect that 
was noted in several of the demonstration sites: tenants are likely to be 
suspicious of the specific, announced assignment of a housing authority staff 
person to monitor the credit union; they may feel that tenant autonomy is 
being eroded. 


Even so, there are many ways that housing authority staff members 
ean become involved in c:adit union activities without appearing meddlesome. 
Their involvement is certainly helpful, as the demonstration has ehown, and 
should be encouraged. In particular, social service personnel have provided 
important assistance in the demonstration experience. Staff referral of 
families with credit questions and encouragement of credit union membership 
can be essential. 


VISTA volunteers are also an excellent re.urce, when they are available. 
A VISTA worker who has writing skills can provide \»luable assistance in pro- 
motion and newsletters. 


Some credit union charters include housing authority and community 
center personnel in the field of membership. Experience indicates that this is 
beneficial; it demonstrates common concern of residents and those employed to 
service them. 


TRAINING 


The demonstration emphasizes the need for train’ as the impetus for 
early and continuous growth of a public housing credit union. Training should 
be available to all residents who are interested in perticipating. It can 
provide them with valuable insights into their consumer habits and can also 
prepare them for participation as members of the board of directors or of 
standing committees. Housing authorities can play an important role in the 
pre-charter stage by helping to arrange for training. 


The "Project Moneywise" curriculum is ideal for credit union training 
purposes. NCUA manuals on credit union operation serve as excellent textbooks 
for the training program. There are several good training sources; interested 
housing authorities may contact NAHRO for guidance and assistance in choosing 
the training best suited to their needs. 
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For credit union managers, training in bookkeeping is also necessary. 
Llecal or state credit union leagues frequently arrange classes and adult edu- 
cation departments in local high schools also provide classes in bookkeeping 
that are applicable to credit union procedures. 
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WORKING WITH NCUA 


The National Credit Union Administration is the federal regulatory 
agency that has full jurisdiction over all federal credit unions. It is an 
independent, self-supporting agency that functions under the executive branch 
‘of the government. The fees paid by federally-chartered credit unions for 
supervision and examination cover all the expenses of this agency. 


Federal credit unions have established an excellent record of financial 
integrity since they were established by law in 1934. As of May 1972, there 
were 12,762 federal credit unions with more than 10 billion dollars in member 
share deposits. The loss record (nonrecoverable loans that were written off) 
is one-quarter of 1 percent to date for all federal credit unions and less 
than one-half of 1 percent for limited-incrme credit unions. This excellent 
record is the result of effective and objective supervision and examination 
procedures and the enforcement of all regulations by NCUA. 


NCUA publishes a comprehensive set of manuals to fully explain the 
legislation, rules and regulations, administrative responsibilities, and account- 
ing procedures for operating a federal credit union. Of the publications, the 
Handbook for Federal Credit Unions* is the overall guide that an LHA will find 
most useful during consideration of a tenant credit union. 


Although a specialized staff of the central office of NCUA was involved 
in the demonstration project, any new credit unions established in public hous- 
ing will be supervised through established examination procedures under the 
direction of NCUA regional offices. As a result, there may not be complete 
duplication of the training that was provided in the demonstration by means 
of the "Project Moneywise" program. : 


NCUA REGULATIONS 


NCUA regulations for charter application were revised during 1972 
and require mich greater confirmation of interest by the proposed field of 
membership as a prerequisite to the official application for a charter. The 
results of the demonstration project indicate that these more rigorous require- 
ments are overdue. The regulations, as revised, are given on the next page. 


Department of Health, Education and Welfare, Bureau of Federal Credit Unions. 
Handbook for Federal Credit Unions. 1967. Government Printing Office, Wash- 
ington, D. C. 20402 


37 


§ 701.1 Organization of Federal credit 
unions. 


‘a) Persons desiring to form a Federal 
credit union shall, in conjunction with the 
preparation of a proposed Organization Cer- 
tificate in accordance with paragraph (b) of 
this section, accomplish the following: 

(i) Arrange a meeting and sufficiently 
advertise the meeting so as to afford all per- 
sons in th eld of membership an oppor- 
tunity to » end; 

(2) Prowide that an investigator shall be 
present at the meeting; it is not necessary 
that the ‘ovestigator be an employee of the 
National Credit Union Administration; 

(3) Prior to the convening of che meeting, 
accomplish the following: 

(i) Selection of at least seven but not 
more than 1 persons who will be the sub- 
seribers and who will be from and repre- 
sentative of the group to be served by the 
credit union; 

i) Selection of at least five qualified per- 
sons who will agree to serve on the board of 
directors, three qualified persons who will 
agree to serve on the credit committee, and 
three qualified persons who will agree to 
serve on the supervisory committee (a 
signed written agreement to serve in these 
capacities until the first annual meeting and 
until the election of their successors shall be 
executed by those who will so serve. This 
agreement shall be submitted to the appro- 
priate regional office of the National Credit 
Union Administration with other documents 
listed below) ; 

(iii) Determination, by appropriate means, 
of the number of persons who intend to join 
and support the credit union, (this informa- 
tion shall be supplied to the investigator at 
the preliminary meeting) ; 

(4) (i) Provide that the following shai! 
be accomplished at the meeting: 

(a) Review of necessary papers and pre- 
sentation of general background by the in- 
vestigator as directed by the Administrator, 
National Credit Union Administration ; 

(b) Completion of the Investigation Re- 
port by the investigator; 


May 1972 


Source: 
1972. 
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Part 701 


Organization and Operations 
of Federa! Credit Unions 


(ce) Execution of page 3 of Organization 
Certificate; 

{d) Election of board of directors and 
credit committee by the subscribers: 

(ii) Within a reasonable time after meet- 
ing held pursuant to subparagraph (a) 
above, a second meeting shall be held during 
which the following shall be accomplished 
(if these tasks cannot be accomplished at the 
first meeting) : 

(a) Election of officers and appointment 
of members of supervisory committee by 
board of directors; 

(b) Election of chairmen and secretaries 
by credit and supervisory committees ; 

(c) Voting by the board of directors to 
apply for Share Insurance as provided in 
title I] of the Federal Credit Union Act and 
completion of the necessary application (said 
insurance will become effective upon ap- 
proval of the charter) ; 

(d) Setting by the board of directors of 
the initial operating policies; 

(e) Forwarding by the investigator of the 
Investigation Report, Application and Agree- 
ments for Insurance, the proposed Organiza- 
tion Certificate, Confidential Report of 
Official (completed by each official), the 
Agreement to Serve, and the Report of Offi- 
cials to the appropriate regional office of the 
National Credit Union Administratton. 

(b) Persons desiring to form a Federal 
credit union shall submit in duplicate, on 
forms prescribed by the Administration, a 
proposed Organization Certificate (Form 
NCUA 4006, 4007, and 4008). The certificate 
shall be subscribed to, either individually or 
collectively, before an officer competent to 
administer oaths by not less than seven nat- 
ural persons who have a common bond of 
occupation, or association, or are within a 
well-defined neighborhood, community, or 
rural district, and shall specifically state: 
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(1) The propoced name of the Federal 
credit union; 


(2) The location of the proposed Federal 
credit union and the territory in which it 
will operate ; 


(3) The names and addresses of the sub- 
scribers to the certificate and the number of 
shares subscribed by each ; 


(4) The par value of the shares, which 
shall be $5 each; 


(5) The proposed field of membership, 
specific in detail; 


(6) The term of the existence of the cor- 
poration, which may be perpetual; 

(7) The fact that the certificate is made 

to enable such persons to avail themselves of 
the advantages of the Federal Credit Union 
Act, as amended. 
Copies of the form of the Organization Cer- 
tificate may be obtained from the Washing- 
ton Office of the Administration or from any 
Regional Office. 


(c) The proposed Organization Certifi- 
cates shall be submitted to the Regional Di- 
rector together with a check or money order 
payable to the National Credit Union Ad- 
ministration in the amount of $25 in pay- 
ment of the investigation fee of $20 and 
charter fee of $5. The Regional Director wil! 
investigate and make recommendations as t 
whether the proposed Organization Certifi- 
cate conforms to the Act, as to the general 
character and fitness of the subscribers 
thereto, and as to the economic advisability 
of establishing and insuring the proposed 
Federal credit union. The report and recom- 
mendation of the Regional Director shall be 
forwarded to the Administration in Wash 
ington, D.C. The Administrator shall con 
sider the proposed Orgunization Certificate 
and the recommendations of the Regioni! 
Director and shall approve or disapprove the 
proposed Organization Certificate. The Or- 
ganization Certificate, if approved, shall be 
the charter of the Federal credit union. If 
the Organization Certificate 1s disapproved. 
the incorporators shall be notified of the 
basis for such action and the charter fee of 
$5 shall be returned to them. Under no cir 
cumstances shali the investigation fee of $20 
be returned. 


National Credit Union Administration. Rules and Regulations. June 


Office of the Administrator, National Credit Union Admini-~ 
stration, Washington, D. C.° 


THE CHARTERING PROCESS 


The chartering process, as outlined in the regulations, proceeds 
through a series of well-defined steps. The housing authority can serve as 
the guide to the residents association in its steps toward the chartering 
goal: 


Step ome: The chartering process really begins with the "determina- 
tion, by appropriate means, of the number of persons who intend to join and 
support the credit union." One way to implement this step is to pasa out the 
pamphlet "What ie a Credit Union?", which was prepared in conjunction with 
this report (attached to back cover), to residents association members 
who will, in turn, pass it on to other tenants. If, as a result of this chain 
of communication, at least 25 residents seem interested in the credit union 
idea, a special meeting of the residents association should be called to 
discuss the idea in greater detail. Once the residents themselves initiate 
and pass a formal motion to pursue a credit union project further, they are 
ready for step two. 


Step two: At this stage, the residents association and the housing 
authority staff mst discuss the amount and nature of the support that each 
will give to the project. (The suggested input from the housing authority is 
the subject of Chapter 4.) The residents association must be committed to 
vigorous and long-term promotion of the credit union project. The nature of 
the support to be given by both residents and administrators should be set 
forth in writing and mutually agreed to by both. 


Step three: This is the training stage. The housing authority can 
help by completing the arrangements for pre-charter training sessions, with 
the help of the residents association. The residents association, in turn, 
must promote the credit union project, so that the training sessions have 
full audiences. NAHRO is available to advise housing authorities and resi- 
dents associations about available ‘raining programs. At this time, the 
housing project manager should contac. the field representative of the state 
credit union league. (This resource is explained fully in Chapter 6.) He 
should be invited to participate and assist in the training so that he will 
know the depth of interest expressed by the residents. 


Step four: This is the actual application step. At a formal meeting, 
presided over by the state credit union league field representative, officers 
will be elected and the necessary documents for application completed and 
certified. These papers and the application fee of $25 are then submitted to 
the regional office of the National Credit Union Administration. 


Step five: Once a charter is approved, office space, furnishings, and 
utilities should be arranged as.quickly as possible. It is at this point, 
that the specific training in bookkeeping and office management for the credit 
union treasurer-and managers should be implemented. 
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ao fT HE POST-EXARFER DEQsOD a 


ter the credit union has received its federal charter and has been 
officially launched, there is still an important but less visible role for 
the housing authority to play. Therefore, it is important for the staff to 
have a clear idea of the benchmarks by which the monthly progress of a credit 
union is assessed. Often housing authorities can recognize danger signals 
even before a crisis occurs and lend their financial and managerial skills to 
help solve problems before they become serious. By knowing the criteria that 
measure credit union success, a housing authority can help keep a credit union 
on its course toward economic viability. 


ASSESSING PROGRESS 


Monthly credit union progress is recorded on the financial and statis- 
tical statement (F&S), required by federal regulation to be completed at the 
closing of the books each month. Although the housing authority does not have 
the power to require a copy of this form for its files, the statement must be 
posted in a public place for the members of the credit union to review. The 
F&S statement will supply the facts to determine membership growth, delinquent 
loan figure, and the loan/share ratio, all of which are indices of progress. 


Membership growth is an excellent means cf assessment during the first 


year. Nationally, the average ratio of members to the field of membership in 
established credit unions is 65 percent. For a limited-income credit union, 
minimum acceptable progress over a two-year span is 50 percent of the field 
of membership. 


It is very important for a credit union to build up momentum quickly 
and maintain a steady growth pattern until it is fully self-supporting. Vacat- 
ing tenants may retain their membership. Usually they withdraw their savings. 
If there is a heavy turnover rate in the housing project, it will require a 
constant replacement to maintain the optimum membership with active share 
accounts. 


A resident becomes a member when he pays a 25-cent fee. This fee is 
not recorded in his share account. It cannot be withdrawn. It is recorded 
as an addition to the regular reserves. When the first deposit is made, an 
account number is assigned. Then the member is included in the number of 
accounts on the F&S statement. Until the total deposit reaches $5 or one 
share, a member is not eligible to apply for a:loan. When total savings are 
withdrawn, the account is removed from the membership count. 
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Perhaps the most important statistic to watch in a credit union is the 
delinquent loan figure. A high delinquency pattern diminishes confidence and 
credibility in a gredit union. Each member suffers when loans are not repaid 
on time and each xains when they are paid up punctually. The morale of the 
board of directors Weteriorates rapidly when the delinquency problem increases. 
The "common bond" mus\ be strengthened and maintained by early attention to 
collection of overdue loans by the elected officials. 


Four of the demonstration credit unions experienced an early accumula- 
tion of delinquencies. As a result, credit committee procedures were tightened 
and the managers instituted follow-ups on loan payments as soon as they were 
one day to one week delinquent. If delinquency shouid remain after two months, 
the board of directors must assume responsibility for collection. It may be 
prudent to renegotiate the loans to reduce the payments so they can be paid 
promptly. It is even possible that legel procedures have to be instituted. 

In Richmond, the LHA staff convinced a large law firm to assign one of its 
staff to assist the credit union on a no-fee basis when legal action was needed 
to collect a delinquent loan. 


As evidence of credit union support, the cooperating housing authorities 
in the demonstration were requested to certify loan applicant rent payment re- 
cords. The authorities agreed to do this only if the residents signed per- 
mission statements. The statements of permission were then added to the loan 
application forms. This proved to be an excellent and cost-free credit check. 


The loan/share ratio is also an important guiljeline that should be con- 
sidered each month, since it is an indication of the fluidity of the credit 
union. The national average for this ratio is 65 percent, which should be the 
minimum acceptable ratio for a new, lLimited-income credit union; more ideal 
would be a ratio of 75 to 80 percent. If there are no acceptable loan applica- 
tions on hand and the bank account exceeds the immediate transaction needs, funds 
should be placed in an interest-bearing account. In some states, there are cen- 
tral credit union banks that pay up to 6 percent on deposits by credit unions 
from day of deposit to day of withdrawal. 


However, if loan applications are not sufficient to keep at least 65 
percent of the share deposits in use, consumer education programs should pro- 
bably be instituted to promote the sound use of credit. In the demonstration, 
buying clubs and comparative shopping served as a basis for making sound, 
secured loans and helped to teach participants how to use the new credit tool 
that was available to them. 


On the other hand, if the loan/share ratio exceeds 90 percent, the 
eredit union may have a problem with seasonal withdrawals or emergency loans. 
Also, when loan funds are not available, withdrawals generally increase. This 
signal calls for attention to increasing share deposits, obtaining seed money, 
or borrowing ageinst assets. A credit union can borrow up to 50 percent of the 
member share deposits. (The credit union bank, mentioned above, is a common 
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source of such funds.) It is at this point that seed money presents an excellent 
solution. 


Although the monthly F&S statement is the legal form that documents a 
credit union's progress, the demonstration experience indicates that it has not 
received adequate attention by the officers. As a result of the six projeets' 
experience, a new form has been developed. Although not legally required, it 
is recommended as an excellent means of providing a clear picture of progress. 
The form is reproduced on page 44. It provides an accurate picture of the num- 
ber of transactions handled by the credit union each month and gives an early 
indication of potential delinquencies. Data for several months should be accum- 

-#lated on the sheet; at each monthly meeting, a copy of the updated form should 
be handed out to the board of directors. The form should be used from the first 
menth of the credit union's activities until it reaches its goal of membership 
and share deposits. 


RESOURCES AVAILABLE FOR PROBLEM-SOLVING 


The NCUA examiner, who visits the credit union periodically, serves 
both as a regulator and an advisor. In this second capacity, he can help the 
eredit union with problems that arise. After the yearly examination, the NCUA 
examiner sends a report back to the regional office of NCUA. Copies of this 
report are sent to the president of the board and the chairman of the super- 
visory committee. The officers should be encouraged to give careful attention 
to the comments of this report and to act immediately on any suggestions made 
by the examiner. 


A second valuable resource for problem-solving is the field representa- 
tive of the state credit union league. All or most credit unions in the state 
are members of this association. A credit union usuaily becomes a league mem- 
ber on the day of its charter. The field representative is a league staff member 
supported by the dues of the member credit unions. Individual credit union dues 
are based on the assets of each credit union. 


NCUA offically recognizes volunteers "who are interested in promoting 
the sound development of the credit union industry through the organization of 
new credit unions . . . Organizers are encouraged to stimulate the formation of 
new credit unions, lead charter-organization meetings and instruct new officials. 
They can be of real service by keeping in close contact with the credit unions 
they establish and by assisting the new officals in solving initial operating 
problems and in developing an aggressive educational program."* The state credit 
union league offers this approved volunteer service. As_suggested above (The 
Chartering Process, page 39), a contact should be made with the league as soon 
as the decision is made to pursue a credit union charter. 


*Organiz a Federal Credit Union, op.cit., page 17. 
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Information as of (date): 


10. Doller amount of loans disbursed this month 


ll. 


eee iinet 
12. Number of borrowers delinquent two install- 


13. 


14. 
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IMPORTANT FINANCIAL DATA 
Suggested Recording Form 


(Name of FCU) 


Number of share transactions this month 
Dollar amount of shares deposited this month 


Number of share withdrawals this month 


Doller amount of share withdrawals this mon | 


Amount of shares held by persons or.groups 
living outside the project 


Number of members that have made share 
deposits during the last two months 


Number of new members this month 


Number of members who closed their accounts 
this month 


Number of loans disbursed this month 


Loan/share ratio 


ments but not classified as two to six 
months delinquent 


Dollar amount of borrowers delinquent two 
installments but not classified as two to 
six months delinquent 


Number of borrowers who represent serious 
collection problems 


15, Dollar amount of loans of borrowers who 


represent serious collection problems 


Once the credit union reaches the post-charter stage, it is formally 
and officially on its own. Progress to that point will have been made through 
the combined efforts of a lot of people -- tenants, housing officials, residents 
association officers, NCUA, and state leagues. All must maintain a continuing 
interest in the progress of a credit union if it is to succeed in being a 
vital, beneficial tenant service. 


ry 
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NATIONAL A“SOCIATION OF HOUSING AND REDEVELOPMENT 9FFICIALS 
2600 Virginia Avenue, N .W., Washington, D.C. 20037 i 


A PROPOSAL 


For the development of a Home Ownership Training and 
Counseling Program as a service of established low- 
income credit unions and the implementation of such a 


program as a demonstration in three public housing 


projects under credit union charter and offering home 


ownership to tenants under the Turnkey III program. 


1. Background 


There has been frequert and continuing discussion of the need for effective counseling 
of low income families desiring or entering into home ownership programs sucli as 
Turnkey III or FHA 235. Training is considered essential if home ownership is to be 
a successful experience for these families. Such training may be more effective if it 
also provides an on-going program for the homebuyers in conjunction with a financial 
institution that can supply credit on need at reasonable rates coupled with financial 
counseling as well as social service and home maintenance counseling. 


Families entering home ownership face many new problems and increased needs. For most 
families it means a major adjustment, a change in their manner of living. There is a 
need for information on many subjects. Perhaps more important is the need for com- 
“petence in problem solving techniques. They need to become familiar with the resources 
of the community that can be called upon for assistance as emergencies arise. 


In addition to this, home ownership should foster involvement in the community life 
with the assumption of responsibilities and leadership in projects beneficial to the 
wider community. This involvement can be developed in an on-going relationship with 
an institution sympathetic to family needs and financial problems. A credit union can 
provide such community involvement. 


The limited incowe credit unions established under the HUD funded and NAHRO-NCUA exe- 
cuted "Credit Union Demonstration Project" offer an opportunity to test the capacity 
of a tenant operated credit union to provide needed financial and counseling services 
to public housing applicants or tenants aspiring to home ownership. NAHRO would pro- 
vide the technical leadership for the establishment of a professionally developed home 
ownership training program utilizing training resources available in the community and 
supplementing them with additional orientation as required. This may also serve to 
strengthen the participation in these credit unions by enlarging their scope of mean- 
ingful activities and services. Such a project is proposed to be developed and imple- 
mented by NAHRO under contract to NCUA. 


2. Purpose of this proj- 


Ie 


The short term goal of this project is the development of an effective training program 
for families graduating from public housing tenancy to home ownership. Similar train- 
ing would be provided for non-tenant approved applicants. The long term goal is buildings 
the credit union as the administrator of such programs and as an on-going and effective 
tool for financial self-help te insure successful home ownership in the long run. The 
Credit Union would be the equivalent of a Home-Buyers Association under Turnkey III 
providing on-going tenant counseling after occupancy. 


This second goal will be effected by a written contract between the Credit Union and the 
Housing Authority recognizing the Credit Union as the instruzent of Home Ownership Train- 
ing and Counseling for that Housing Authority with established fees paid on a per family 
basis to the Credit Union. As a by-product, this contract will implement further the 
social goals in public housing set by HUD - that of improving tenant/management re~- 
lations by increasing the involvement of tenants in management concerns and by training 
tenants as counselors. f 


“ his program will provide a coordinated approach to meet all of the before mentioned 
needs of these families. The training as developed by NAHRO will utilize the various 
agencies of the community such as: adult education, home economics extencion, legal 
aid, life and casualty insurence consultants, interior decorating and garden consul- 
tants, government agencies such as social security, IRS, health and sanitation depart- 
‘ments, fire and police. Maintenance and "do-it-yourself" techniques will also be in- 
cluded. 


Membership in tne credit union will be required of all homebuyers in the program. The 
accumulation of savings will be stressed. Major emphasis will be given to the credit 
union's role as financial counselor. This will be accomplished by the addition of a 
Rome Ownership Counselor as a paid member of the Credit Union staff to be supported by 
fees paid for the home ownership training by the Housing Authority as allowed under 
Turnkey III funding. ; 


3. Program 


This proposal will be implemented in three locations in the period of one year. One or 
two of these will be as an adjunct of the credit unions established under the Urban 
Renewal Demonstration Project D.C.D-18. The remainder will be in Turnkey III projects 
located within the charter area of a limited income credit union. 


NAHRO will employ a full time Training Director to develop a curriculum for home owner- 
ship training which meets the approval of HUD. The expertise of the Professional Devel- 
opment Division of NAHRO will be utilized in this course development. 


The Training Director will make an agreement with the respective Housing Authorities 
setting forth the conditions of the training. This will include the time and duration 
of the training sessions, the number of families to be included and their selection, the 
attendance requirements, the space for the classroom, the fees to be paid for the train- 
ing and the method of certification for payment. Staff of the Housing Authority will 
be encouraged to monitor the classes. 


Until such agreements are effected with the respective Housing Authorities and until HUD 
has approved the curriculum as developed for each of the three sites, no funds will be 
requisitioned by NAHRO from NCUA for the execution of this proposal. All project ex- 
penseseincurred from the date of contract will be payable on completion of the above 
arrangements. ; ae 


In cooperation with the credit union manager and the Board of Directors, the Training 
Director will recruit applicants for the position of Home Ownership Counselor from the 
credit union membership of potential home owners. These applicants will be tested in 
the manner established by NCUA. The final selection will be made by the local Housing 
Authority, Credit Union Board, NAHRO and NCUA. 


The training Director will set up the time schedule for execution of the three training 
programs spacing them to allow ample time for implementation and evaluation of each 
within one year. Each family enrolled in the training will have an individual 


‘ 


counseling session with the Training Director on completion of the course. A written 
report on each family. will be presented to the Housing Authority as certification of 
the training received. 


The Director will consult with and arrange for the inclusion of the various resource 
agencies to be used in the training. Special attention should be given to the devel- 
opment of suitable materials. The Training Director will be available as consultant 
to the Credit Union staff as needed following the training program. 


The Home Ownership Counselor will complete the basic credit union training course given 
by NCUA. He will be employed full time by the Credit Union at the completion of this 
training and will assist the credit union manager in promotion of membership among the 
tenants who are in the home ownership program. 


When the Training Director begins the development of the course in that project, the 
Home Ownership Counselor will assist him as directed. He should actively participate 
in all contacts with the resource agencies so that he may eventually coordinate repeat 
sessions of the training program. 


The Home Ownership Counselor will be responsible for the attendance records and will 
. Contact absentees to determine the cause. He will attend all training sessions and 

keep full notes on the proceedings. This will include samples of all materials dis- 

tributed. These notes will be available to the Housing Authority for evaluation. 


The Training Director should hold an evaluation conference in each project on com- 
pletion of the course. Housing Authority tenant services and w2uagement personnel, 
Credit Union officers, NCUA staff and the Coordinator of the D-18 project should 
participate in the evaluation. From this discussion revisions or additions should be 
made to the original course. , : 


Based on these results the Credit Union will reach agreement with the Housing Author- 
ity for training a second class of families under the supervision of the Home Ownership 
Counselor. The Training Director will be available as an advisor but will not actively 
participate. At the completion of this second class the Training Director will return 
to the project for a final evaluation session involving the same participants as the 
previous session. If results are favorable the Training Director Will assist in ne- 
gotiating a contract for one year between the Housing Authority and the Credit Union 

to continue the training of families in the home ownership program as the need arises. 


‘\ 


Budget for the Proposed NCUA-NAHRO Contract on Home Ownership Training: 


Administrative Budget 


Staff: Training Director $16,000 
Secretary 2,000 
NAHRO staff assistance 3,000 


21,000 


Total administrative support: 
Space,equipment,employee benefits, services 18,558 
Travel 5,000 
Contingencies 3,500 
TOTAL $48,058 


Field Budget 


Staff: 3 Home Ownership Counselors - 
- One per project at $80 week ( weeks) $12,000 
. Employee Benefits - FICA, Unemployment Insurance, 
i Workmans Comp. 1,200 
Support and travel for the basic Credit Union 
Training for the three Counselors __ 3,000 


TOTAL . $16,200 
The per project cost of $5,400 plus the incidental costs which will be locally determine 
would be covered by two classes of 15 families each for a per family fee of $200. This 
winimum of 30 families will be stipulated in the contract with each Housing Authority. 


Budgets will be worked out locally to cover the incidental costs of 
Contracts will be drawn between the Housing Authorit 


Syllabus of the Proposed Training Program 


This is a list of the general topics to be covered and the emphasis to be 
given. The detailed programs will be presented to HUD for approval before 
execution. 


I. The Credit Union as a cooperative organization and a supporting institution 
for families in home ownership. Emphasis on the credit union as a replacement 
for the homebuyers association. ' ’ 


1. The legal basis and organizational structure of the federal credit 
: union. 


2. Participation in the credit union as 


a. an elected or appointed officer 
b. a depositor 
c. a borrower 


Potential of a credit union 


a. as a financial counselor 
b. in consumer education 
c. as a buying club 


Turnkey III plan for home ownership 


Explanation of the background, regulations and responsibilities re- 
quired of the potential home owner. 


The legal contracts and financial arrangements as related to the in- 
dividual transactions. 


Other means of home ownership - mortgages, contracts for deeds. 


Obligations of the home owner - real estate taxes, insurance. 


Advantages of home ownership: 


a. Financial: Factors in appreciation and depreciation of home values. 
Building an equity 
b. Psychological 
Family financial planning to insure responsible home ownership. 


1. Effecting a change in patterns of spending to accommodate the required 
outlays for home ownership. Emphasis on decision making in the family. 


2. Planning expenditures to meet family needs and evaluating the execu- 
.tfion of these plans. 


Credit as an effective tool for attaining family goals. 


Emphasis on practical budgets and feasible record keeping for the individual 
family. The final counseling session will evaluate family progress in this 
area in particular. The Home Owner Counselor will participate*in this coun- 
seling session as a basis for on-going home ownership counseling. 


IV. Home Maintenance 


1. Repair and preventive maintenance, interior and exterior. Emphasis 
on sources of information, problem solving techniques. 


2. Upgrading of property: 
a. Improvement of grounds 
b. Adjustment of space to family living patterns and family growth 
and development. 
ec. Do-it-yourself versus purchase of services. Resources available. 
Community relationships 
1. Becoming a part of a community: obligations and benefits 


2. Community resources available to the family 
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July 23, 1975 


Mr. Kenneth J. Benda 

President, Independent Bankers 
Association of America 

1625 Massachusetts Avenue, N. W. 

Washington, D. C. 


Attention: Mr. Richard W. Peterson 
Legislative Counsel 


Dear Mr. Benda: 


Permit me to express my appreciation and that of my 
subcommittee for your testimony on behalf of the Independent 
Bankers Association of America, and your response to questions 
of Juiy 15. 


A copy of the transcript containing HMr.- Fugate's and 
your remarks before the subcommittee is enclosed. We would 
greatly appreciate your making the necessary corrections as 
soon as possible and returning the transcript.jipatatestehahme* 
August 8 so that your remarks may appear in the printed hear- 
ing record. 


While reviewing the transcripts a number of mnresolved 
questions have been revealed which we believe require a 
response by Mr. Fugate or yourself. To make certain that 


every possible opportunity is afforded both you and Mr. Fugate 
to respond comprehensively, I wish now to raise a number of 
clarifying questions. 


fhe following questions are for either Mr. Benda or 
Mr. Pugate: 


55-937 © - 75 - pt.3 - 34 


Mr. Kenneth J. Benda 
Page 2 
July 23, 1975 


1) On page 522, lines 4—6 of the transcript, Mr. 
Benda states, "Savings and Loans sec tess and less devoted 
to furthering American housing or personal savings". So 
that we may have the clearest possible picture of what you 
mean by this, could you provide specific information on the 
various ways in which S & L's, as regulated by state or 
Federal agencies, are entering into financing apart from their 
“traditional role"? How widespread do you feel this is be~-_ 
coming? With the development of EPT and its implementation 
becoming, according to your testimony (page 522, lines li-12,) 
a "subrosa technique” of S & L's; what do you feel are the 
competitive implications for the institutions you represent? 


2) On page 525 of the transcript you refss to the 
legislative efforts in process in various states on the EFT 
situation. Could you please provide us with details of 
such state legislative measures as you feel may directly 
have impact on EFPTS developments and thus on your position 
with respect thereto? 


3) On page 17, line 2 ~3 of your prepared statement 
you refer to the “leverage [of] sharing proposals in almost 
every major commercial area of the nation." For the sub- 
committee’s information could you further specifically de- 
fine this process and describe its means of occurring in the 
individual financial markets? 


4) You mention on page 538, lines 4 ~ 7, of the 
transcript, that 31 different systems axe currently in develop— 
ment “many of which are not compatible." How desirable and 
for what reasons is "compatibility in RBFT? Do you see any 
increased probabilities of invasions of privacy of account 
holder finances or EFT fraud under EPT development at present? 
In your opinion would increased compatibility of the various 
systems be in the overall best interest of both consumers and 
banks? 


5) Are you concerned about the potential for fraud 
existent in the EPT systems currently being developed? 
Are you knowledgeable of particular manufacturers of EFT 
equipment and the projected dollar costs of small bank invest- 
ment in EPT either én a share basis or wholly-owned system? 


Mr. Kenneth J. Benda 
Page 3 
July 23, 1975 


i ' 
If so, what briefly are the essential differerces in the 31 
systems now being <ifferentiy developed? Are there EFT sys- 
tems which suit the poticular market needs of small banks at 
reasonable costs or do you anticipate many small banks will 
have to arrange with their larger correspondents for EFT 
services? How will small banks share in any profits such 
systems may bring? _ 


‘g : : hy ' a's 
6) On page 543, lines 21 -— 22 you state that large. 
corporate treasurers are "very much opposed" to the advent 
of EFT since it will very likely re“uce their current bene- 
fits of “float”. In what ways and which instétutions will 
benefit from reductions in "float” produced by EFT? 


7) Though the sharing of costs in EFTS installations 
by groups of banks in joint ventures or on a cooperative 
basis has been said to be a by-product of EFTS development, 
do you foresee any specific reasons why sharing of EFTS 
could not become feasible by financial institutions either 
in 3s of expenses or market competitive pressures? 


8) In your opinion what necessary details of bank 
planned EFT systems could be reported to the Federal regulaséry 
agencies to facilitate a coordinated and orderly development 
of EFT nationally? 

Thank you for your cooperation in this matter. 


Sincerely, 


Fernand J. St Germain 
Chairman 


FUStG:1¥h 
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First Vice President Second Vice President Treasurer 
KEXNETH | ident CHARLES 0 Mal LOX JR, President EDWARD A. TRAUTZ. President WILLIAM Po GIVENS. President 
Ss “Warts Ba * Bank East Lansing State Bank The Merchants Nations! Bank 
a lartwich, Towa 52232 whee George 30680 East Lansing. Michigan 48823 Muncie, indiana 47305 
‘ 1 : GFFICE OF THE 
a oat 
BANKERS ASSOCIATION OF AMERICA 
EXECUTIVE DIRECTOR: HOWARD BELL @ SECRETARY. GENE MOORE 
BOX 217, HARTWICK, {OWA 52232 
\ August 4, 1975 
fhe Honorabie Fernand J. St. Germain 
Chairman 
Subcommittees or Financial Institutions 
Supervision, Regulations and Insurance 
Committee on Banking, Currency and Mousing 
u 2136 Rayburn House Office Building 
‘ Washington, D.C. 20515 
Dear Chairman St. Germain: 
I am returning herewith a corrected copy of transcript ‘ 
of my testimony and that of Mr. Fugate before your subcommittee 
on duly 15, 1975. 
I am also attaching our response to each of the eight 
questions submitted to us in your letter of July 23, 1975. 
If there is any further information that we can supply * 
please feel free to call upon us. 
Sincerely, 
wr. Rete teety Dp we eC 
@ Kenneth J. Benda 
President 
na KJB/pas 
, 
<j be oe C 
é 
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ANSWERS TO QUESTIONS PROPOUNDED 


BY CHAIRMAN ST. GERMAIN IN HIS 


LETTER OF JULY 23, 1975 


Question 1). On_page 522, lines 4-6 of the transcript Mr. 
Benda states, "Savings and Loans seem less and less devoted 
to furthering American housing or personal savings". So 
that we may have the clearest possible picture of what you 
mean by this, could you provide specific information on the 
various ways in which S+L's, as regulated by state or Federal 
agencies, are entering into financing apart from their 
"traditional role"? With the development of EFT and its 
implementation becoming, according to your testimony (page 522, 
lines 11-12,) a "Ssubrosa technique" of S+L's; what do you feel 
are the competitive implications for the institutions you 
represent? 


Answer: With respect to savings and loans departing from 
their “traditional roles", there have been a number of regulations 
issued by the FHLBE during the last year which are illustrative 
of the change. For instance, on March 19, 1975, the Bank Board 
amended 12 CFR Part 541 and 545 to allow for much more liberal 
terms in farm financing, including operating loans that are 
secured by real estate. On April 10, 1975, the FHLBB amended 
12 CFR Part 545 so that: 


"Under this amendment, Federal association 
service corporations are permitted to originate, 
purchase, sell and service consumer loans. The 
term consumer -is defined to mean ‘a loan to one 
or more individuals which is either unsecured 


or which is secured by consumer goods.’ 


On the deposit and withdrawal side of the S+L business, the 
Board, of course, has promulgated regulations allowing remote 
service units on three occasions. In January 1974, it issued 
its original RSU stipulations; on June 28, 1975, it promulgated 
a new set of rules; and very recently, the Board has reopened 
the application lists for these units which are capable of 
taking deposits and permitting withdrawals to meet the casual, 
daily cash needs of S+L customers. On April 10, 1975, it 
amended 12 CFR 545 to permit what, in the Board's own words, is 
to become a "giro-type" bill paying system. 


Perhaps one of the best summaries of these trends in the 
S+L industry came in a speech delivered by Maurice Mann, President 
of the Federal Home Loan Bank of San Francisco, that was published 
in the Required Reading Section of the American Banker on March 
12, 1974. The trade newspaper synopsized his remarks this way: 


"Consumers as well as savings and loan 
associations will pay higher prices when 
savings institutions gain more freedom to 
compete as full retail institutions.... 
Speaking in a banking research lecture series, 
he also predicted that a two tier structure 
is developing in which savings institutions 
will become consumer banks and commercial 
banks will concentrate on wholesale activities." 


With respect to the competitive implications of EFT for the 
institutions which comprise IBAA, they encounter a number of 
obvious disadvantages when they confront Federal savings and loans. 
First, of course, is the interest rate differential favoring S+Ls. 
Additionally, the more liberal reserve requirements give S+Ls a 
competitive edge in overall business operations, of which EFT will 
be an integral and salient part. Perhaps a more important 
feature of the present confused situation is that competition in 
EFT is focusing largely on competing systems, i.e., whole sets 
of electronic paraphernalia, which compete with each other for 
the customer's deposits, rather than on a basic system or limited 
set of systems with the competition coming only at the nexus 
between the customer and the depository. A much sounder approach 
would be that which we have for checks where the competition is 
not in systems for moving the checks themselves, but rather in 
the pricing of services rendered. 


Question 2) On page 525 of the transcript you refer to 
the legislative efforts in process in various states on the EFT 
situation. Could you please provide us with deatils of such 
state legislative measures as you feel may directly have impact 
on EFTS developments’ and thus on your position with respect 
thereto? 


Answer: On pages 17-23 of the written statement prepared for 
the record, there appears a detailed analysis of the t ypes of 
legislation which has either been passed by or is being considered 
in the State Houses. There does not there appear an exhaustive 
list of State legislation, however. Therefore, we have taken the 
liberty to supply herewith as "Attachment A", a copywritten analysis 
of such legislation prepared by the American Bankers Association. 
This is an extremely reliable document and gives the best overall 
summary available on state action. 


Question 3) On page 17, line 2-3 of your prepared statement 
you refer to the “leverage (of) sharing proposals in almost every 
major commercial area of the nation." For the subcommittee's 
information, could you further specifically define this process 
and describe its means of occurring in the individual financial 
markets? 


: Answer: Under the Comptroller's modified CBCT “Interpretive 
ruling" a national bank could place CBCT's in any market in the 
country if it allowed one other depository institution to share 

its CECT in each market. Thus a large New York City national 

bank could, for example, install CBCT's in markets across the 
country by entering into a sharing agreement with one depository 
institution in each market in which it installed a CBCT. This, 

of course, would constitute a major step to nationwide banking. 
Business Week points out in its August 4, 1975 issue (p. 52) that 
Citicorp has, for years, been establishing offices in out-of-state 
locations that can perform many of the functions normally associated 
with banking, such as, five Edge Act corporations located in U.S. 
money market centers; 22 Citicorp Leasing, Inc., offices in 19 
states; 145 direct consumer loan offices in 19 states; and Citicorp 
has, within the last three months, converted three of its four ; 
offices in the Salt Lake City area to industrial finance offices 
which are allowed to accept thrift deposits and which could be 
expanded into some 22 states which permit finance companies to 
accept thrift deposits. Using these diversified multi-state 
facilities as a base, Citicorp could, by agreeing to share a 

CBCT with one other depository institution in each market, convert 
these offices to full service commercial banks. 


Question 4) You mention on page 538, lines 4-7, of the 
transcript, that 31 different systems are currently in develop- 
ment "many of which are not compatible." How desirable and 
for what reasons is "compatibility in EFT? Do you see any 
increased probabilities of invasions of privacy of account 
holder finances or EFT fraud under EFT development at present? 
In your opinion would increased compatibility of the various 
systems be in the ov:rall best interest of both consumers and 
banks? 


Answer: First, it is perhaps inaccurate to speak of 31 
different systems. At the time of the hearings, the Comptroller 
had authorized approximately 31 Customer-Bank Communication Terminals. 
The Federal Home Loan Bank Board has authorized an even larger 
number of Remote Service Units. Further, it is very difficult 
to tell exactly how many of the FHLBB-authorized RSUs are in 
operation since the Board apparently only approves the basic 
Plan and then any number of terminals can be installed by the 
institution whose basic program has been approved. To what degree 
incompatibility is beginning to pervade all these kinds of 
installations is difficult to tell since very few public records 
are kept on the question. Indeed, as pointed out frequently 
in the hearings, the Comptroller has done little more than 
"register" the units he has approved. However, Appendix E of our 
written statement contains “an article by Earl Ward which sets 
out in detail the conflicts over proper standards which are arising 
between different elements in the EFT business. As one might expect, 


these differences arise because of variations in emphasis among 
EFT-interested elements in the financial community. The S+Ls 
want material appearing on the card, mostly in the form of a 
magnetic tape stripe on the back, to contain one kind of infor- 
mation in a certain type of format. Commercial banks prefer 

it in another format. Among commercial banks there are also 
certain vell known differences. For instance, First National 

City Bank has a patented process whereby they mint their own 
cards. Implanted in the card itself is a configuration of 
information which is not externally visible, that can be read 
only by a special scanner in a terminal designed with certain 
laser features. On the other hand, the American Bankers Associa- 
tion has been working on the principle of the above-mentioned 
magnetic tape. Inserting a card into a magnetic strip-type 
terminal is somewhat like putting a very sho~+ tape deck, 
containing only about three inches of tape, into a tape recorder. 
The terminal plays the deck. If the system i« “on line" i.e., 

the terminal is hooked to the central computer at another location 
and if the computer "hears" the right information coming from the 
tape on the back of the card,-it will approve the transaction. 

If it does not like what it hears, then it will reject the trans- 
action. However, different information must be on the tape if 

the terminal iS “off line", i.e., not hooked directly to a computer 
but dependent on a later reading of the transaction after material 
is physically collected from the terminal site. This is so because 
the card in an “off line" system must be of limited use. In 
other words, since a central computer is not continually updating 
a customer's file, as with an “one line" system, the card's 

format has to be set up, for security purposes, so that the card 
can only be used so many times, at _any terminal in the system, 

in a given day, with some sort of maximum draw being imposed, 
usually about $50. - 


As to the reasons for compatibility, we cannot speak defini- 
tively on whether it is absolutely necessary, highly desirable, 
or, at the other extreme, unwarranted. This is a judgment we 
believe properly lies with the National Commission on Electronic 
Fund Transfers. However, a strong case for compatibility can be 
made on a number of points. First, one of the principal benefits 
touted for EFT is that it will provide a substitute for the better 
than 35 billions of check transfers in the United States today and 
the unknown billions of exchanges involving currency. As to the 
former, it is generally believed there will be a back office problem 
with the present check clearing system which is expected to show 
some serious signs of breakdown in the mid-1980's. Currency is 
becoming a less desirable medium of exchange,if for no other 
reason than crime. For instance, meny service stations will not 
handle cash in urban areas after a certain time. 


Yet all the current, paper-based systems for moving funds 
are predicated for their national or even regional operability, on 
a compatibility dictated by Federal Reserve's operation of these 
systems as a nationwide public utility. The Fed and its District 
Banks specify almost all the rules that make it possible to move 


checks and, for that matter, currency throughout the nation. 
These include regulations on the size of checks; the MICR- 
encoding which appears in the bottom left hand corner of 
drafts that allows them to be handled at an extremely rapid 
rate by clearing computers; draft delivery schedules, and 
crediting and debiting policies--to name a few. 


On the other hand, the technical problems facing EFT 
systems that are not subject to a central or, at least, some 
coordinating discipline are gargantuan, as the article which 
appeared as Appendix E in our written statement indicates. 

Indeed, the implication is that "competition" is already boiling 
down to confusion and duplication of effort and that there exists 
the real possibility of having many EFT systems which cannot 
communicate with each other even on a regional level, much less 

a national one. In other words, multiple incompatible EFT systems 
. might require expensive duplicate facilities which from the angle 
of fixed costs, will not, in the end, produce a cost-saving 
substitute system for checks and currency. In this situation 

not only will we have a confused set of EFT systems, but one which 
will not benefit consumers or depository institutions in terms of 
cost benefits. 

With respect to the probabilities that EFT may increase the 
opportunities for invasions ef privacy of account holders, the 
basic problem likely to emerge is how to shield the account 
holder from access to his bank ~ecords by employees of the 
establishments in which POS terminals are installed. These 
employees are generally not as carefully screened in their : 
selection as are bank employees, nor are they subjected to the 
kinds of personal scrutiny that is conducted by insurance companies 
which provide security bond coverage. POS terminals offer these 
employees access to the records of the account holder in the 
depository institution and provide unlimited opportunities for 
invasion of the account holder's privacy unless systems can be 
designed to place limits on the records of the depository institu- 
tion accessible to these ployees. 

: The American Civil Liberties Union has pointed out that EFTS 
will render a person's entire financial history, including the 

most intimate details, available at the touch of a button. The 
Association of Data Processing aa 0 a Organizations, Inc., agrees 
that this capability now exists._1/ 


With respect to the question of EFT fraud, the Mitre Corpo- 
ration, a well-known consulting firm, conducted an EFTS Security 
Conference on July 8, 1975 at the L'Enfant Plaza Hotel under the 


oi/ Peter H. Schuck, “Electronic Funds Transfer; A Techonology 
in Search of a Market." 
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sponsorship of the Comptroller of the Currency. A briefing 
document was made available on a limited distribution basis 

at that time, and we would suggest the Subcommittee contact the ~ 
Comptroller to obtain this material. IBAA does not feel it can 
provide it since Mitre indicated it was solely for the use of 
Conference participants. However, we do not believe it would 
be a breach of confidence to quote from the Introduction of 

the briefing paper. 


/ 


“INTRODUCTION 


Electronic Funds Transfer Systems may offer 
the criminal element in our society a whole new 
technology for counterfeiting money. The 
potential for criminal abuse exists now, and is 
likely to increase significantly as larger metro- 
politan area, regional and national EFTS networks 
are put in place. It would seem, therefore, that 
the regulatory agencies and major trade associations 
within the financial industry must begin to address 
the EFTS security issues during the preliminary 
phase of electronic banking evolution. 


The main objective of the EFTS Security 
Conference is simply to provide a forum through 
which we might all become better informed on 
EFTS security problems and begin to provide 
the regulatory guidance and protection before 
the financial industry proceeds much further 
with the design and implementation of significant 
EFT networks." 


With respect to the last part of this question, having to do 
with the desirability of compatibility, IBAA is unable to take a 
position since we believe all the facts must be marshalled by the 
EFTS Commission before a sound basis for judgment will be avail- 
able. However, as we have eagued above, there is an obvious need 
for compatible systems. 


Question 5) Are you concerned about the potential for fraud 
existent in the EFT systems currently being developed? Are you 
knowledgeable of particular manufacturers of EFT equipment and 
the projected dollar costs of small bank investment in EFT 
either on a share basis or wholly-owned system? If so, what 
briefly are the essential differences in the 31 systems now being 
differently developed? Are there EFT systems which suit the 
particular market needs of small banks at reasonable costs or do 
you anticipate many small banks will have to arrange with their 
larger correspondents for EFT services? How will small banks 
share in any profits such systems may bring? 


Answer: The initial question concerning fraud has been 
covered in the immediately preceding answers. 


While accurate data on the capital investment requirements 
and operating costs of EFT systems are not readily available, 
one reliable source estimated that one-time costs for develop- 
ment of the computer switch capability alone for a POS system 
would approximate $1 million; that the annual recurring costs 
to operate the switch, including the cost of communication lines 
would be about $500,000; and that additional costs of other 
required equipment, such as terminals, concentrators, and bank 
computer systems would bring the total development costs for a 
medium-sized POS system above $4 million. In view of these high 
front-end costs, banks contemplating installation of such 
comprehensive systems must be assured that a substantial portion 
of the transactions in the bank's market area is eligible to 
use the system since the system is volume-sensitive and requires 
a large number of transfers to be cost-competitive with other 
payment systems. In many regions, the level of market penetration 
necessary for a feasible ogoration requires the aggregate market 
shares of several banks. —* 


Obviously small banks would find it feasible to participate 
in EFT only by joining systems developed, funded and operated by 
the largest banks in their market areas. On a fee for service 
basis under these circumstances. the largest banks would have the 
opportunities to discriminate against the smaller banks in matters 
of access to POS terminals, service and fees charged for handling 
their POS transactions. Such profits as the system would provide 
to the large bank organizers and owners of the system could be 
construed to constitute rebates of service fees which would not 
be available to the smaller banks. 


Question 6) On page 543, lines 21-22 you state that large 
corporate treasurers are “very much opposed" to the advent of 
EFT since it will very likely reduce their current benefits of 
“float". In what ways and which institutions will benefit from 
reductions in "float" produced by EFT? 


Answer: According to a senior consultant for Arthur D. Little, 
Inc., business generally has little interest in changing the means 
by which they pay or are paid by other organizations since they 
have refined the art of cash management to minimize their balances 
and maximize float in their favor. The managers of funds for 
business organizations are aware and quite negatively influenced 
by the probability that EFT will diminish float to their 
detriment. Consequently, business spokesmer. tend to favor those 


27 George W. Mitchell, vice Chairman, Board of Governors, 
Federal Reserve System, "Agendas for Action on the 
Payments Mechanism", The Economics of a National 


Electronic Funds Transfer System, 1974, Fed. Res. Bank 
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features of an EFT system that increase float in their interest 
and strongly oppose those that affect float adversely. The 
income represented by float will have to be replaced by at 
least equal reductions in cost before each manager will support 
payment-system innovations harming their float positions. Further- 
more, piecemeal change will not be acceptable + italters float 
relationships which aid some and harm others._3 


A representative of the Credit Research Foundation, Inc., 
which is made up of representatives from 500 major corporations 
in the United States, sees a very perplexing period ahead for 
business corporations in attempting to adjust to an EFT system, 
particularly because of its impact on corporate liquidity. Major 
corporations have become a supplier of credit in the economy 
almost as important as the banking industry. Manufacturers’ 
receivables were at a level of $99 billion in 1973 compared to 
commercial and industrial bank loans of $118 billion. Under 
EFTS the reduction in corporate credit and the elimination of 
float would shift che credit burden from the corporate sector 
to the banking industry and would bring into question the ability 
of the banking system to accommodate the necessary expansion of 
credit on a demand basis._4 


To quantify the impact of EFTS on corporate credit, it is 
estimated that on the basis of annual manufacturing and trade 
sales,such activity accounts for average daily sales of $6.9 
billion. Estimating five days of deposit float in the business 
payment system, the level of activity may well account for 
upwards of $35 billion of commercial deposits, which is almost 
equal to the average daily required reserves of all member banks. 
This level of deposit generation furnishes the mogt sustantial 
base for credit support enjoyed by corporations.— 


Question 7) Though the sharing of costs in EFTS installations 
by groups of banks in joint ventures or on a cooperative basis 
has been said to be a by-product of EFTS development, do you 
foresee any specific reasons why sharing of EFTS could not become 


_3/7 Edwin B. Cox, "Developing an Electronic Funds Transfer System: 
Incentives and Obstacles", The Economics of a National 


Electronic Funds Transfer System, 1974, Federal Reserve Bank 
of Boston, Conference Series No. 13. 

_4/ Richard F. Dundore, "Implications of the Electronic Funds 
Transfer System for Non-Financial Corporations", The Economics 


of a National Electronic Funds Transfer System, 1974, Federal 
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feasible by financial instiutions either in terms of expenses 
‘or market competitive pressures? 


Answer: According to Governor Mitchell of the Federal 
Reserve Board, cooperation among participating banks is a 
necessity for a viable point-of-sale service. Public convenience 
requires that all terminals installed in merchant or other 
locations should be capable of accepting transfers from any 
customer desiring to use such a service, regardless of bank 
affiliation. Consequently, such cooperation implies shared 
terminal, concentrator and computer switch facilities. Such 
cooperation, however, is attended by legal problems and restraint- 
of-trade implications, the resolution of which is essential 
to the development of point-of-sale systems. Potential candidates 
for the ownership role in point-of-sale systems include a 
consortium of banks, a dominant bank, a third-party non-bank 
entity, the Federal Reserve, and credit card companies--all of 
which require effective policing in the public inperest by 
regulation, competition or public participation. — 


Close collaboration among competitors in joint development 
ventures introducing new technology in the marketplace may 
lessen the competitive vigor of the market, and each case requires 
a careful factual survey to determine its competitive effect. 
Joint ventures which involve new Or evolving technology are 
particularly difficult to analyze since new technology changes 
the character of traditional markets. In the absence of regulatory 
guidelines, the organizational structure of joint EFTS ventures 
is left open to private decision, and the protection of the public 
from illegal price-fixing and market sharing practices which 
such ventures may foster then is left to the ill-equipped Federal 
antitrust law enforcement agencies. 


Question 8) In your opinion what necessary details of bank- 
planned EFT systems could be reported to the Federal regulatory 
agencies to facilitate a coordinated and orderly’ development 
of EFT nationally? 


Answer: A number of reporting requirements might be in 
order. First, there should be some method for ascertaining the 
general technical characteristics of EFT systems, especially with 
respect to their ability to be compatible with other types of 
systems to assure inter-communication among different EFT systems. 
Second, there should be some system of monitoring operating costs 
of EFTS installations and service fees charged for the use of such 
systems. While the various federal depository regulators might 


~6/ George W. Mitchell, “Agendas for Action,on the Payments 
Mechanism", The Economics of a National Electronic Funds 
Transfer System, 1974, Federal Reserve Bank of Boston, 
Conference Series No. 13. 


maintain oversight of EFTS through their present informational 
pipelines, the criteria needs to be set out by everyone on 

the grounds that compatability is essential. Third, as a backup 
to quantify data, those depositories licensed to engage in 
different forms of EFTS should be required to submit to either 
the Federal regulatory agencies or the EFTS Commission prose 
narratives, that are fairly extensive, describing their operating 
procedures. However, IBAA does not believe that these admini- 
strative standards can be handled by any means other than moni- 
toring of EFTS evolution by the National EFTS Commission. Indeed, 
the Commission, given the scope of its mandate under P.L. 93-495, 
will find it necessary to institute a full investigation of all 
aspects of EFTS to establish the reporting requirements essential 
to the implementation of broad scale electronic funds transfer 
systems. 


May 20, 1975 
“ATTACHMENT A" 


ANALYSIS OF PENDING AND ENACTED EFTS STATE LEGISLATION 


The following is an explanation of column headings 


Applies to: A bill's 

Status of bill: ill' gis S Pending through enactment. 

Branct.ing Law: cribes the state's bank branching law: s= Statewide; L= limited branching; U= unit banking. 

Out of State Entry: The Comptroller's ruling permits interstate placement of facilities. Each Proposed statute is analyzed to determine 
whether or not and if So under what condirions units owned by out-of-state banks will be permitted in a state 

Unmanned Remote Facility: Each Proposed statute is reviewed to determine if and to what extent distinctions are being made between manned 
(e.g., POS type terminals) and unmanned (e.g., automated teller) units. Remote facilities are those not on the premises of a bank or 
branch. 

a) Geographical: If a bill permits unmanned remote facilities, the legislation is screened to determine where the bill permits a 
facility to be located i.e. anywhere in the state (statewide) or some more restricted area (limited). This may be compared wit 
the authority given national banks and the limits of state branching law. 

b) Functions: This is an examination of the functions that may be performed by a remote unmanned facility. 

1) Deposits: Whether or not the facility may accept deposits. 
2) W/D: Whether Or not the facility may dispense cash to customers, 
3) Pre~authorized loans: Whether or not lines of credit or Overdraft Privileges are available through unmanned remote tellers, 
4) A/C transfers: Whether or not account transfers, e.g. from Savings to checking, are permitted act facilities. 
Sharing: Whether or not an establishing financial institution must share its unmanned remote facility with other institutions. It 
may be a mandatory sharing requirement (M); a permissive requirement (P); or silent (S$). 
1) Like institutions: This indicates whether like institutions must or may share facilities (banks and banks, S&ls and S&Ls). 
2) Unlike institutions: This indicates the sharing requirement between banks and thrifts or vice versa. 

4d) Advanced Supervisory Approval: This examines whether or not the governmental official with jurisdiction over financial institu- 
tions must act to authorize a facility or if Only notice is required. 

Manned remote facilities: This category examines the treacment by a bill of manned remote terminals. The category contemplated POS 
ternirals although other manned terminals are included under the heading. With one exception, the review of the bills examines the 
Same questions raised by authorizarion of unmanned facilities. 

a) Who mans: Basic to a manned unit is the requirement that it be operated by a party who is not an employee or -gent of the bank. 


Generally, che language of the bills states that it Shall be a 3rd party or a 3rd Party under contract. 


This chart is intended to provide an overview of legislation and not a definitive analysis of each bill. 


UNMANNED REMOTE FACILITY MANNED REMOTE FACILITY 
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GEORGIA 


| 
$.8. 149 limited 
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OWA } | 
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ng 1s permusive. A CBCT may be established beyond that distance only If it is available to be shered by local financial institutions. 
Banking Board small adopt reasonabie fegulations prowling for sharing with other banks. 
Home office protection provided. 
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| Commissioner of Banks.” The device could not accept deposits tor customer 
| }9StHTUUION OF a third party. The device could be located anywhere 
SF.1151 i silent | limited earls NaS joc ee a eal | limited 
} | j 


| | 
| 
| | | 


MISSISSIPPI 
$8, 2716 


| interstate iy Babe 
Wud Cara? | 


| 
| 
| 


| \ contract 
—————_———_—- t t + + t 

MISSO JR | | | 
1.8. 555 | wanks ‘ j interstate = |X | | 3rd party 
(Wild Card)” | | | | | | | | j | under 
HB. 904 banks ! | ! | i | 
| 


contract 


SBs S&Ls { - - ORIUM UNTIL SEPTEMBER 28, > . cee 
CUs othar | ! H | | | 1 | | | 
business | | | | 


entity | 


MONTANA 


4.8. 276 } silent | imued | silent 
H | 


| silent silent 


H.B. 662 | sient | Statewide { | silent | banks & 3rd 


Parties 


| | | H | | i | | 
NEBRASKA | | | | j | | } 

LB. 109 banks | | 

L.8 269 | banks | Enacted 
INBA bill} | leffective 
| 1/1/76) 


\ | | | | j 
L.8, 400 banks | | No silent | i | | i notice only; 3rd party 
| 


| silent 
} silent 
| 


3rd party 


Jrd party 


| 

| Us| silent | silent 
| | No silent 
| 


} 

| | ; | under 

| | 

1 1 { | | contract 
the 1 n i 


? 
Establianes parity with federally regulated financial instit 
Commissioner may require sharing, must be with institution insured by FOIC of FSLIC. 
Estabisnes parity win national banks. 


i 
} UNMANNED REMOTE FACILITY | MANNED REMOTE FACILITY 
| —_ + ms 
f ; 
Status wf | ener | i Gore! ' Functions Sharing Functions 
Applies to 


‘i state | | | Advanced | i 1) Advanced | 


j wey Who 

n hical | 1 r | nical | T t 
SAY | Racer aen ice Deposits | wo | Preeuth | AC | Like | Uniike | WPEVOTY | Geographic osits | wo | Preeuth.: A/C | Like | Untine | SPOVOW) mang 
| 1 /O | | 20p Deposit: app 
Mpacecaa | loans | Transfers | Institutions om | 1 toans | Transfers! institutions , 


| | 
—_—-—_ poorer + + ee ee + ——— fr 
NEW HAMPSHIRE | | \ | | | | | | | | 


$.8. 255 State banks L ihe Comptrolie: 


(Wild Card) 


ci ive DESPRE ciation ean Slee = Caen es 
NEW JERSEY | 


| SATELLITE BRANCH AT RETAIL ESTABLISHMENT ee | SATELLITE BRANCH AT RETAIL ESTABLISHMENT | 
$.B. 1544 bank | 2nd read- s | limited | any business transacted at principal office | imited any business transacted at principal office | M 
S&Ls ing in | ! ! | 

i Senate { 1 | i 
REMOTE SERVICE UNIT BRANCH OFFICE 
Statewide x | x silent | silent 


LNA SS NIA . 
| | j j | | 


! 
i 


} | | 

| | 

| | REMOTE SERVICE UNIT BRANCH OFFICE | 

|P Yes [Nw 
{ 1 t } i } 

| 


|" 
| 
| 


pid 


| i | j 
| | { : , ‘ | { 
Statewide | any business conducted at principal office | pio | Statewide any business transacted at principal office | pie | | 3rd party 
| | | | | { under 
{ 
| 


| | i | | | I | contract 
| i | | 


NORTH DAKOTA | | | i i 
H.B. 1542 Bank of Enacted | | The N.D. State Bank may establish EFT system for its | i n 


silent 

H SS ee 
N.D. | Customers and customers of other financial institutions | i i | y 
| | @uthorized to utilize such services ‘includes State banks). | 
$.B. 2443 banks Enacted | interstate x | x 
(Wild Cara)” | 


if 
j 
i } 
| interstate i 
{ 
| 


OHIO 


t 
H.B. 701 


silent | Permits withdrawals “in any form of electronic funds transfer.” 
$+} + 

| | | | 
Permits Banking Board to promulgate rules and regulations to authorize banks ang trust companies to estab! Maintain remote electronic communication terminals similar to that 
trust Cos. | which lawfully permitted federally reguiated financial institutions. | { 
$.B. 440 banks Prohibits any company, other than a financial institution, from engaging in EF TS | 
| 


OKLAHOMA 
$.8.311 banks 


S&Ls 
BHCs 


OREC ON 


| 
| 

Laws of 1973, silent except | eneral banking business ———> 
Chapter 797 if more than 
4units i UNITS, @D- 
| | | proval for 

} Sth or 
more | 
silent a | notice only | silent | | notice only 

j | i | 30 days 30 days 
after instal- after instal-| 
tation or lation or 
removal | | removal 


| 
| 


Ve Commissioner May require sharing with institutions insured my FDIC of FSLIC. 
\1 2 banks mare 9 CBCT, then sharing of tat facility with o her ba: ks in the state is required, 


1 
| j UNMANNED REMOTE FACILITY MANNEO REMOTE FACILITY 


i 
| i Out of | cijini. | — mates 
f hh { F | 
panne | Branc! ie | iaae | Functions Shar: | Functions Sharing {ns _| Acvanees 


Advanced | | 


| Who 
/ F t ae 7 T T 
| Geographical | eR get lypiog | itke | Untike | PErY =y Geographical wis [howe auth | Like | Untike Tike Tunnae | Meron mans 
| Deo | Bosal Tinetisations”| —— i Deposits | Institutions i 

| 
eerie anita 
SOUTH DAKOTA ! i | | 


i | 
4B 674 ; | | 3d party 
(Wiig Card) { 


j 

i i i | i \ | 

| { | | i } | j i | | | under 

| | | i : | | | ! | | | contract 

UTAH | I i | | i | | | 

$.8.50 oUs | Funds may be transferred by EFT system to and from | | 
| i | i t 


| Credit unions. i i | H | | 
xperimental EFT systems. (Should a Court or the i t of EFT systerns in Utch prior to 


| interstate x | H | x 
| | 


$.8. 100 | MORATORIUM UNTIL JULY 1, 1977. Perraits Bank Commissioner to authorize e 
duly 1, 1977, then Commissioner shat! grant financial institutions same authori: ity.) | 
| 
VIRGINIA ‘ \ | H | | 
H.B. 1444 

(Wild Cara) 


1 | ! i 
i ' t ! : | 
Gives State Corporation Commission authority to, by regulation, detine a branch so as to Give state banks parity with national banks. 


WASHINGTON 
Laws of "74, } Statewide 
Cnapte- H 
166-XXX { 


N/A 


i 
| 
| 
| 


4.8.515 silent | Statewide | nowce only, | silent j notice onty,| 3rd party 
j | BC may | | : 1 8C may under 


| refuse 


WISCONSIN | j 
Laws of '74, | limited | | silent 
Chapter 193 / | | j | 

A.B. 233 : | 
(Wild Card) i i | 


ne. 50 hes been amended by Geleting the provisions to allow funds to be transferred to end from credit unions. 
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~ July 25, 1975 


Honorable Portney H. Stark 
United States Congress 

- Room 1034 . 

Longworth House Office Building 
Washington, D. C. 20515 


Dear Congressman Stark: 


I would like to express my appreciation for your 
testimony on July 18. As you are aware, this was the first 
round of hearings on the issue of bank secrecy-individual 
privacy. We anticipate holding additional hearings in this 
area toward the end of September. At that time we hope to 
have a clean bill that will incorporate those suggestions 
expressed during this first set of hearings. 


The subcommittee staff will be in contact with your 
staff regarding any suggestions you may have with respect 
to this bill and any persons you feel should testify on this 
matter in the Fall. , 


I am enclosing a copy of the statement submitted by 
the Federal Deposit Insurance Corporation on the various bank 
secrecy~individual privacy bills which you may find of in- 
terest. 


Because of the complexity of the issues involved, it 
is good to know of the support of both you and your co- 
sponsors which will be essential in resolving this matter. 


Sincerely, 


Pernand J. St Germain 
Chairman 
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July 25, 1975 


Honorable Edward I. Koch 
United States Congress 

Room 1134 

Longworth House Office Building 


Dear Congressman Koch: 


I would like to express my appreciation for your 
testimony on July 18. As you are aware, this was the first 
round of hearings on the issue of bank secrecy=individual 
privacy. We anticipate holding additional hearings in 
this area toward the end of September. 2c that time we 
hope to have a cleam bill that will incorporate those sug- 
gestions expressed during the first set of hearings. 


The subcomaittee staff will be in contact with your 
staff regarding any suggestions you may have with respect 
to this bill and any persons you feel should testify on 
this matter in the Fall. 


NY 
I am enclosing a copy of the statement submitted by 
the Federal Deposit Insurance Corporation on the various bank 
secrecy~-individual privacy bills which you may find of inter- 
est. 


Because of the complexity of the issues involved it 
is good to know of your support which will be essential in 
resolving this matter. 


Sincerely, 


Fernand J. St Germain 
Chairman 
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Mr. Marton J. Matz 

President 

Metropolitan Federal Savings and Loan Association 
50 Momment Road 

Bala Cynwyd, Pemsylvania 


Dear Mr. Matz: 


Permit ma to express my appreciation and ile ce asia for 
your testimony on behalf of the Metropolitan Federal Savings and Ioan 
Association of Eastern Pennsylvania and your response to questions of 
July 15. 


A copy of the transcript containing Mr. Lewis P. Bell's and your 
remarks before the Subcomittee is enclosed. We would creatly appreciate 
your making the necessary corrections as soon as possible and returning 
oe ee es oe ee oe ee ee 
the printed hearing record. 


the transcript, a number of mresolved questions have 
been revealed which we believe require a response by Mr. Bell or yourself, 
To make certain that every possible opportumity is afforded both you and 
Mr. Bell to respond comprehensively, I wish now to raise a number of 
clarifying questions, citing approximate transcript pages. 


1) On page 549, lines 16 thru 20, you refex to the corporate form of 
organization of automatic clearing 


systens? 


Mr. Marton J. Matz -2- July 24, 1975 


2) On page 550 of the transcript, lines 10 and 11, you advocate a 
retroactive EFT moratorium. Do you offer any further suggestions 
on how such a moratorium would facilitate examination of what you 
have described as a "natural monopoly® {in the developing control 
of ACH corporations by commercial banks? 


Qn page 550 of the transcript, lines 14 and 15, you state “There 
is a cost involved. The cost is taken care of," Could you 
further specifically describe such costs, including any projections 
you may have made? How would the cost be "taken care of?" 


Exactly how did your 
(p- 551, lines 12 and 13) Do you do 


the costs 
ledge, have 


Thank you for your cooperation in this matter. 
Sincerely, 


Fernand J. St Germin 
. Chairman 


July 31, 1975 


Honorable Fernand J. St Germain 

U.S. House of Representatives 

Chairman of the Subcommittee on Financial Institutions. 
Supervision, Regulations and Insurance 

Committee on Banking, Currency and Housing 

Washington, D.C. 20515 


Dear Mr. St Germain: 


Thank you for extending to us the privilege of testifying 
before you. 


I am returning the transcript with appropriate corrections, 
and have attempted to make as few as possible and still have 
continuity of thought. 


The reply to your questions are as follows: . 


1. Most of the ACH's are set up with corporate structures 
whether they be profit or non-profit. As such they are controlled | 
by a Board of Directors who are in turn guided by the adepted 
By-Laws of the corporation. In the proposed Philadelphia based 
ACH there will be fifteen directors. Of the fifteen directors, 
six posts are allocated to the major commercial banks forming the 
nucleus of the clearing house operation. Three directors are 
elected “at large". The voting powers are such as to permit 
control of the three directors by the banks which have been allocated 
the six posts. It has been proposed that one director be allocated 
to Saving & Loans and one to Savings Banks. This is a tacit 
recognition that these organizations, under this corporate structure, 
could probably not elect a director to the Board. The By-Laws, as 
in any corporation, can be amended or changed by action of the 
Board of Directors and/or with the approval of the stockholders. 
Therefore, any provisions in the By-Laws which would give Savings 
& Loans access to the ACH could be amended or deleted by appropriate 
corporation action at any time. There is no way to insure ~ontinued 
access to Savings & Loans and/or Savings Banks if situations were to 
change. 


e Metropolitan Federal Savings and Loan Association of Eastem Pennsylvania 
s 50 Monument Road /Bala Cynwyd, Pennsylvania 19004 MO 7-7300 TE 9-4360 
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As to structure, the ACH's usually have a conforming corporate 
structure (corporate officers, directors, etc.), but the formation 
of same is entrusted to an individual or group of individuals who 
are officers of commercial banks and are detached from their usual 
duties for this purpose. 


+ Financing is by way of a "dues" structure imposed upon "using" 
institutions and varies according to the volume of transactions and/or 
their financial size. 


When EFT is fully implemented it is anticipated that all such 
transactions will have to go through the ACH's, organized for this 
purpose (it is anticipated that there will be approximately fifty 
throughout. the country). If an organization does not have the ability 
to receive transactions through this media and put transactions into 
this media directly it will be at a competitive disadvantage with 
those that can. (A savings of perhaps one to four days in time for 
a transaction.) 


Under present Federal Reserve proposals, Savings & Loans would 
have the right to receive transactions, if they have sufficient volume, 
but not the right to input transactions.. This places them at a 
competitive disadvantage. There is also no assurance that this 
guideline will not be changed. 


Under the corporate structures outlined above, some ACH's do not 
permit access by Savings & Loans and some do. As stated above, however, 
there is no way to insure continued access even by those that now permit 
it since by~laws can be changed. 


It is to remove these uncertainties that it is advocated that a 
standing congressional committee or governmental agency, controlled and 
supervised by a standing congressional committee be superimposed over 
all ACH operations to administer them as one would any natural monoply. 


2. As we envision it because of the cost, complex organization 
needed (direct operation with Federal Reserve clearing houses), the 
potential problem of invasion of privacy (assembling vast amounts of 
personal information without adequate controls), and the necessity 
for being a part of EFT operation to survive (Government checks and 
private payroll checks of entire plants will eventually go directly 
through ACH's), EFT should be considered as a natural monopoly to 
be regulated just as Utilities, Interstate Commerce, S.E.C., and 
other such operations are regulated. If regulation is on a state 
wide basis there cannot be effective control over ACHs which are 
regional in nature and span several states. As to inter ACH 
operations these are by definition and necessity national in nature. 


Honorable Fernand J. St Germain July 31, 1975 


It is our thought that all ACHs, no matter when established in time, 
would be subject to regulations as previously advocated. We are not 

so concerned about a moratorium applying to automated teller stations 
as we are to ACH'’s. We beleive that a moratorium on development of 

new ACH's coupled with an announcement that all currently operated ACH's 
will also be subject to congressional scrutiny and control, will serve 
the purpose of slowing down percipitous development and permit Congress 
to arrive at a course of conduct free from undue time pressure. 


3. Unfortunately the transcript was inaccurate in this respect. 
The thought that I meant to convey was that as long as the financial 
institutions were compensated for the actual cost involved in providing 
the additional information that we, as an institution, had no objection 
to supplying it. Personally, I do not believe the cost involved will 
justify the information to be supplied since, as previously stated, I 
do not believe that dollars constitute the major problem in this area. 
In fact it may be an increased supply of dollars without the "people" 
change _- .May cause major harm and losses in the long run. 


4.The counseling service I referred to arose in the following 
manner: Some years ago HUD invited representatives of all major local 
financial institutions, community groups and local semi-governmental 
groups to a meeting. The meeting produced a list of representatives who 
were then invited to participate in further discussions. Over a period 
of months most representatives "dropped out." The forum chosen for 
expression was the Urban Coalition. A committee within the coalition 
was used to attempt to assimilate information as to ways and means to 
protect prospective purchasers, particularly those in the low and lower 
middle income brackets. It was suggested by us that the group consist 
of volunteers and be made up of representatives from the different 
fields involved, to wit; an attorney, a real estate broker, an appraiser, 
a home remodeling expert or engineer, a representative from a mortgage 
institution, a social worker, etc. It was also suggested that since 
loans in these areas were mostly insured loans that a prerequesite 
for insurance be application to the counseling group. It was decided, 
contrary to our views, that the counseling group consist of paid 
professionals. It is my understanding that they were unable to secure 
the necessary funding and therefore the counseling service, as suggested, 
was not implemented. It was our intention to supply help as a financial 
institution and also legal advice if requested. There were other 
community groups represented at the meeting and some of the local law 
firms had representatives present at one time or another. There was a 
representative from one of the mortgage brokerage services present, but 
I do not know if he was a licensed real estate broker. I believe that 
local groups can be interested in providing the necessary expertise 
on a volunteer basis and further believe that there would be more of 
a personal interest manifested by volunteers than by paid professionals 
thereby helping create better feelings in the community to be thus served. 
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We have other ideas which we can go into in more detail if your 
time permits. We are aware of the multitude of testimony to be heard 
and reviewed and will not proceed further at this time. We are 
available at anytime you so desire. 


Thank you again for the opportunity of appearing before you and 
for the courtesy extended to us. 


Sincerely yours, 
: \ $ 
Won 


Merton J. Matz 
President 


Johnsen Highway and Morkley Streets 
Norristown, Pemsylvania 19401 


Dear Mr. Bell: 


Permit m= to express my appreciation and that of my Subcommittee for 
our testimony on benalf of the Hamilton Reliance Savings Association and 
your response to questions of July 15. 


A copy of the transcript containing Mr. Merton J. Matz's and your 
remarks before the Subcommittee is enclosed. %e would creatly apcreciate 
your making the necessary corrections as soon as possible and returning the 
transcript no later than August 8, so that your remarks may apcear in the 


‘hile reviewing the transcripts, a number of unresolved questions 
ia on ee eee ee eet ee 6 eee 
yourself. To make certain that every possible corortanmity is afforded both 
Od and Me. Maks to seepond ccameeheneively, I ish now to raise a nukes of 
clarifying questions, citing approximate transcript paces. 


1) & pace 552 of the transcript, lines 4 and 5, you state your 


association has been “intstrumental in saving one neighborhood 
and losing two.” Could you further elaborate for the record on 
vour statement, providing details of the methods you emloyed and 
reasons for Gecline of the two neighborhoods you “icst.” 


You state, page 552, lines 21 and 22, that "redlining is a lazy 
vay of underwriting.” Could you further define this statement? 


Cn pace 555, lines 2 tizu 7, you advocate the use of zip codes 
for any Cisclosure requirements. In your coinion, wouldn't census 
tract cata provide a more detailed picture of neighborhood lending 
practices? 


Mr. Lawis PB. Bell July 24, 1975 


Ars you knowledgable of any businesses in your area who ara 
profitably i 
tion? 


pleaga 
information to the effect of the efforts of these neighbor- 
hood groups and their successes, if any? 


Qn page 565, lines 21 thru 24, you refer to the develooment of a 
closer relationship 


Thank you for your cooperation in this mateer. 
Sincerely, 
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July 28, 1975 


Honorable; John Joseph Moakley 
United: States Congress 

Room 238°°’ mf 
Cannon‘House Office Building 
Washington, D. C. 20515 


Near Congressman Moakley: 
me 


Please allow me to express my appreciation and that of the 
subcommittee for your testimony and response to questions of 
July 15. ‘ 


A copy of the transcript containing your remarks before the 
subcommittee has been sent to you under separate cover. We 
would greatly appreciate your making the necessary corrections 
as soon as possible and returning the transcript no later than 
August 4 so that your remarks may appear in the printed hearing 
record. 


Thank you for your letter of July 22 with accompanying 
materials which were requested. I look forward to receiving 
a copy of the recent court decision on Commissioner Greenwald's 
disclosure directive which you indicate will be forthcouing. 


The subcommittee plans to mark up immediately after the 
August recess and it is good to know that we can count on your 
continued support as we endeavor to perfect a mortgage dis- 
closure bill. 


Sincerely, 


Fernand J. St Germain 
Chairman 


FIStG:t¥h 


“ae 


& 


ay 


CON MITTEE ON RULES 
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SOHN JOSEPH MOAKLEY PAT MCCARTHY 
Qrm DisrmictT, MASSACHUSETTS ADMINISTRATIVE ASSISTANT 


238 Cannon BuILoina 
(202) 223-8273 


Congress of the Anited States Setin eee 


DISTRICT MANAGER: 


Douse of Representatives 1300¢- UPFC Bunowe 
(617) 223-3713 
@Hashington, B.€. 20515 


July 22, 1975 


Congressman Fernand St, Germain 
Subcommittee on Financial Institutions 
2136 RHOB 

House Banking Committee 

Washington, DC 20515 


Dear Congressman St. Germain: 


Enclosed please find additional information regarding mort- 
gage disclosure, as per your request of July 15. 


I have included for the use of your committee a copy of Mas- 
sachusetts Banking Commissioner Carol Greenwald's Disclosure 
Directive, along with the relevant informational forms, 


Also please find enclosed a copy of Massachusetts Senate 

Bill lst , which requires disclosure of deposit and mort- 
gage loan information by banks located in a city or town 
with a population of fifty thousand or over. This legis- 
lation has passed the Massachusetts Senate, and is current— 
ly pending before the Massachusetts House of Representatives, 


The projected cost of disclosure legislation as estimated 
by the American Bankers Associatiun can be found on pages 
29 and 30 of Senate Report 94-187, which accompanies 
William Proxmire's Home Mortgage Disclosure Act of 1975. 
I nave included a copy of Senate Report 94-i87 for your 
convenience. Table I is especially useful in obtaining 

a per mortgage cost estimate. 


You also expressed interest in obtaining a copy of the re- 
cent court decision on Commissioner Greenwald's Disclosure 
Directive, I have contacted Commissioner Greenwald's of- 
fice reparding this document, and have been assured that 

a copy is forthcoming. I will, of course, forward this 
document to you, 


--Continued-— 
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Congressman St. Germain Page Two ; July 22, 1975 


I hope that the enclosed proves useful to you in your de- 
liberations on mortage disclosure legislation. Please 
feel free to get in touch with me or with Ms. Leanne 
Aronson of my staff, if we can be of any further service. 


With best wishes, I remain 


Si cerely,\ 


’ 


JOHN-JOSEPH MOAKLEY 
Member of Congress 


55-937 O - 75 - pt.3 - 36 
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Wo. biay ie af : 
tie Coney beens if AMUSE LIES 


ve il ‘ 2 “o 
(fur y ne the © Ciened kek y Fel. 


tye iG re aaa ss Wr, 
Tie OK we +The be ug. Gow frie , Vil et dated 


“yas 8 ‘yf 7) 
WO Oumbrilge Naver, Pivston C20 
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To the Institution Acadressed: 
Ging and deposit statistics from all 
unions having $20 million in deposits 
within the Boston Standard Metropolitan 
banks in the Boston SHSA to voltun- 
3 department and the public as an 
the ban® has nothing tc hide. 


I have reg pateee 
state-charte 
end having pied off 


rily rroviding this information now, before 
eevere) rar leaeapenan being Nidan by stor 
ublic relations 


Each bank's a wl made available to the public at the offices 
bank and Commissioner of Banks. 
Data must be supplied in sumnary form: (1) by census tract for cities 
or towns within the on A having a population of 75,000 or moze, 
(2) by postal zip code areas for all other cities or towns within the 
SMSA (these breakdowns are attached), (3) a total for all ether areas 


Massachusetts, and (4) a total for all out of state. 


The recuired information will describe your operations as of June 
1975. The information will be filed at this:‘Office and be on file at all 


your banking offices, available to the public, so later tham August 29, i975. 


lar Gata will be required for the year 1976. However.:on Forns 
we are going to reauire two additional columns (i). numbe 
and (2) average down payment and said data will be filed, 
conditions, no later than July 30, 1976. 


ry truly your 


Carol S. Greenwald 
Commissioner of Banks 
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iy CF wmmnnvale gM Vass ede MY 
fico of he Commissioner of Banks 
Paasche Paleniislt icktins, Cesvirisesit Cases 
oT a 100 Cambridge Sureet, Loston 2202 


CAROL S. GREENWALD 


COMMISBIONER 


May 16, 1975 


To the Executive Officer of the Institution Addressed: 


Disclosure Directive 


To deccxrmine whether "redlining" does occur in an urban areé, 
mo:tgege lending practices of banks and credit unions having main 
offices within the Boston Standard Metropolitan Statistical Aree, as 
defined by the U.S. Department of Commerce, and also having depcsits 
of $20 million or over are hereby required to file mortgage and de- 
posit information. : 


Data must be supplied in summary form: (1) by census tract 
for cities or towns within the Boston SMSA having a pcepulation s= 
75,000 or more, (2) by postal zip code areas for all other cities or 
towns within the Boston SMSA (these breakdowns are attached), (3) a 
total for all other areas within Massachusetts, and (4) a total ‘for 
all out of state. 


The required information will describe your operations as cz 
June 30, 1975. The information will be filed at this Office anc be 
on file at all your banking offices, available to the public, nc 
later than August 29, 1975. . Similar data will be required for the 
- year 1976. However, on Forms A, B, C and E, we are going to recvire 
two additional columns (1) number of applications and (2) average 
down payment, and said data will be filed, under the seme conditions, 
no Jater than July 30, 1976. 


Very truly yours, 


Carol S. Greenwald 
Commissioner of hanks 


Publication #8235-8-150-5-75-CR 
Approved by Alfred C. Holland, State Tlurchasing Agent. 
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BOSTON, MASS. SHsA 


or ‘Towne with Population of 75,000 ar Hore 


soStou 


¢ 
Sowerville 


Abington 
Acton 
Arlington 
Ast Lend 
Bedford 
Bellinghan 
Belmout 
Reverly 
Boxborough 
Baxford 
Braintree 
Rrookline 
Burlington 
Canton 
Carlisle 
Chelsea 
Cohasset 
Concord 
Danvers 
Dadnan 
Dover 
Duxbury 
Everett 
Yoxborough 
Framingham 
Yranklin 
Hamilton 
Vanover 
Hanson 
Hingham 


Holbrook 
Holliston 
Huil 
Kingston 
Lexington 
Lincoln 
Lynnfield 


- Malden 


Manchester 
Marblehead 
Marshfield 
Medfield 
Nedford 
Medway 
Melrose 
Middletown 
Millis 
Milton 
Nahant 
Natick 
Needham 
Norfolk 


North Reading 


Norwell 
Norwood 
Peabody 
Pembroke 
Randolph 
Reading 
Revere 


Cities or Towns with Population of Under 75,600 


Rockland 
Salen 
Saugus 
Scituate 
Sharon 
Sherborm ™ 
Stonehen 
Stoughton 
Sudbury 
Swampscott 
Topsfield 
fakefLicid 
Walpole 
valthan 
vatertown 


- Wayland 


Wellesley 
Wenhain 
Westor 
Westwood 
Weymouth 
Winchester 
Wilmington 
Winthrop 


" Wrenthean 


Woburn 
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Calendar’ No. 182 


941TH CONGRESS . SENATE { Report 
No. 94-187 


Ist Session 


HOME MORTGAGE DISCLOSURE ACT OF 1975 


JUNE 6, 1975.—Ordered to be printed 


Settee 


Mr. Proxmie, from the Committee on Banking, Housing and Urban 
Affairs, submitted the following 


REPORT 
together with 
ADDITIONAL VIEWS 


[To accompany 8. 1281] 


The Coruniite. on Banking, Housing and Urban Affairs, to which 
was referred the bill (S. 1281) having considered the same, reports 
favorably thereon with an amendment and recommends that the bill 
as amended do pass. 


PURPOSE OF TITE LEGISLATION 


The Committee finds that many lending institutions are reluctant 
to make mortgage loans on existing homes in older urban neighbor- 
hoods. There is ample documentation that credit-worthy persons are 
sometimes denied loans on sound homes solely because of the location 
of the property. This practice, which is popularly termed “red-lining,” 
accelerates the decline of older neighborhoods and leads to the waste 
of existing housing stock, which the country can ill afford. The pur- 
pose of the legislation is to inform consumers about the geographical 
lending practices of banks, savings and loan associations, and other 
depository institutions making mortgage loans. The committee believes 
that once depositors are aware of the lending policies of institutions 
located in their communities, marketplace competition will lead lenders 
to become mcre community-minded, and mortgage credit will become 
more plentiful in older neighborhoods, to the benefit of those neigh- 
borhoods. There is nothing in the bill that requires a lender to favor 
particular neighborhoods, or to make unsound loans. 
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BRIEF SUMMARY OF THE LEGISLATION 


The legislation requires mortgage lenders covered by the Real 
Estate Settlements Act of 1974 to disclose by census tract the number 
and dollar amount of mortgage loans originated by that institution 
during the previous fiscal year, as well as the total number and dollar 
amount of ail such loans outstanding as of the close of the fiscal year. 
The disclosure statement also must disclose by census tract the break- 
down between loans to owner-occupied versus absentee-owned housing 
as well as the breakdown between conventional, FHA and VA loans. 

Lending institutions located outside standard metropolitan statis- 
tical areas are exempt from the legislation. If a lender located within 
en SMSA makes any loans outside that SMSA, those loans must be 
disclosed by county. 

This disclosure of lending patterns will enable consumers tu compare 
the lending record of different banks and thrift institutions in local 
communities. It wili also lead to greater awareness by municipal] gov- 
ernment of the effects of local lending patterns on homeownership and 
neighborhood preservation. It may encourage re-investment in areas 
formerly “red-lined.” 

The legislation provides that the Federal Reserve Board shall write 
the overall regulations for implementation of the Act, and that each 
bank supervisory agency shall regulate institutions under its usual 
jurisdiction. The Board is also required to carry out a three-year study 
of the effects of the legislation, and io provide recommendations for 
additional disclosure, if any. The legislation provides that states are 
free to adopt their own mortgage disclosure requirements, and that 
the Board shall exempt any institution located within a state that has 
adopted similar or more stringent disclosure requirements. 


HISTORY OF LEGISLATION 


On March 22, 1975, Senator Proxmire introduced S. 1281 to provide 
for public disclosure of geographical lending patterns by depository 
institutions, in order to deter lenders from practicing “red-lining.” 
S. 1281 was co-sponsored by Senators Stevenson and Brooke. 

Hearings were held by the full Committee on May 5 through May 8. 
The Committee heard from neighborhood representatives, community 
leaders and public officials from fifteen major cities in which disinvest- 
ment in older neighborhoods is considered a serious problem, including 
Chicago, Boston, Milwaukee, Baltimore, Cincinnati, Indianapolis, Los 
Angeles, Oakland, Providence, St. Louis, Cleveland and Washington, 
D.C. The Committee’s lead witness, Governor Daniel Walker .of 
Illinois, has proposed similar legislation at the State level, as recom- 
mended by » blue-ribbon Governors Commission on Mortgage Prac- 
tices, The Committee also heard from a wide range of civil rights, 
public interest, academic and financial industry witnesses, and from 
Chairman Thomas Bomar of the Federa] Hoine Loan Bank Board. 

The Committee met May 22, and amended the original bill to delete 
disclosure of the geographical source of deposits, provide the excemp- 
tion for non-SMSA institutions, mandate the Federal Reserve Board 
study. and provide for reporting by census tracts rather than U.S. 
Postal Zip Codes. 
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NEED FOR LEGISLATION 


The survival of owner-occupied urban neighborhoods depends in 
part. on the availability of mortgage credit. While Congress in 1968 
wisely mandated the construction of 26 million new housing units over 
a ten-year period, it is self-defeating to look only to new construction 
while ignoring the maintenance of sound, existing housing stock. Ob- 
viously, if existing stock is being depleted as fast as new units are 
added, progress is not being made. 

The need for this legislation arises out of the growing disparity be- 
tween the availability of mortgage credit for new and for existing 
housing—particularly existing housing in neighborhoods that happen 
to be urban, racially integrated, built prior to world war II, or all 
three. 

Throughout the country, such neighborhoods are suffering from dis- 
investment by mortgage Jending institutions. The subjective fear on 
the part of a lender that *he neighborhood may be “declining” itself 
becomes one cause of the decline. Homes in such neighborhoods become 
more difficult to sell because prospective buyers have difficulty obtain- 
ing mortgage loans. Property values drop. Homeowners move out. And 
the neighborhood does decline. 

Typically, a potential buyer with a good credit rating attempting to 
purchase a sound home in an older urban neigborhood often meets a 
cool reception from local lenders. The buyer is frequently told he must 
come up with a higher downpayment and accept a shorter payback 
term—if he can get credit at all. Conversely, the same buyer finds 90 
percent-30 year mortg. tes plentiful in the adjoining suburbs. 

The result of this disparity, ironically, is to discourage the revitali- 
zation of cities just at a time when the energy shortage, the increase in 
housing costs, and a shift in values is leading inany Americans to re- 
consider older, established communities as attractive places to live. 

As Professor George Sternlieb, one of the country’s recognized au- 
thorities on housing disinvestment, told the Comnuttee: 


The day is over when we could assume that we were going 
to rehouse everybody in a new tract house in suburbia. When 
we were rich, we could throw away old neighborhoods and 
used housing. We’re not so rich any more. 


The popular term for disinvestment by lenders in older communi- 
ties is “red-lining.” The term derives from the extreme practice of ac- 
tually drawing a red line around sections of the map which are con- 
sidered too risky to lend in. 

The Committee has no evidence that any lenders literally wield red 

neils nowadays, but the result is the same. Often, the process is very 
subtle. One witness, George Schermer, chairman of the District of Co- 
lumbiag Commission on Residential Mortgage Investment, described 
the reality well: 

“There js a tendency to color the picture iu such simplistic terms as 
‘redlining, ” Myr. Schermer testified. Discrimination does exist, he 
noted, 

But frequently it is discrimination in favor of the “old 


boys.” the traditional majority borrowers and builder/devel- 
opers. Their practices are consistent with the competition for 
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capital, but they work to the disadvantage of individual bor- 
rowers of modest income, black and white, male and female, 
and are completely contrary to the intent of the legislation 
that did so much to build up the savings and loan institutions 
in the first place. 

The latter, along with credit unions, were instituted to en- 
courage thrift among people of modest income and provide 
the mechanism to plow hos savings back into the neigh- 
borhood where they were accumulated, in the form of home 
mortgages, 

Today, the financial institutions seem to view city dwellers 
of modest. (but not necessarily low) income as the people who 
were left behind and who inhabit older, run-down houses. 

Without any attempt to educate local citizens in matters of 
banking and borrowing or to point out the distinctions be- 
tween a bank and a savings and loar’, some of these people 
would have us believe that the equivalents of Franklin Na- 
tional get into trouble because Mr. and Mrs. Jones didn’t meet 
their mortgage payments, rather than due to poor market in- 
vestments and speculation in foreign currencies, 

They have, for at least the past twenty-five years, written 
off the cities in favor of the “safer risks” in overbuilt, over- 
mortgaged, overpriced and under-sewered suburban barracks, 

Borrowing has always been a privilege, not a right. How- 
ever, it was the intent and purpose of the legislation creating 
the Home Loan System that a neighborhood resident who had 
established a reputation as a reasonable credit risk could come 
to a local thrift institution as a respected applicant, not as a 
supplicant. 

At the very time that local city administrations, with the 
benign help of the Federal Government through various ur- 
ban renewal and community development programs, were try- 
ing to rescue the central cities from decay, the thrift institu- 
tions were hastening the process of decay through the policies 
of disinvestment. 


The Cormmittee recognizes that arbitrary disinvestment by lending 
institutions is only one of many causes of urban decline. But to the 
extent that “redlining” does contribute to urban decline, the Com- 
mittee believes that disclosure is an appropriate remedy. 

Disclosure, as one witness explained, would provide “the framework 
in which community groups, armed with the facts, can protect the 
integrity of their neighborhoods and their own. vital interests.” 


Who ts redlined? 

During the course of four days of hearings, the Committee received 
well documented testimony from neighborhood groups through the 
country, representing the communities that typically suffer from red- 
linmg. These tend to be neighborhoods with the following character- 
istics: 

Older. though well-built housing stock 

Middle-class or blue collar income levels 

Racially integrated, white-ethnic, or black populations. 
Adjacent to poorer communities : 
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The Committee believes that these are. precisely the sort of commu- 
nities that need to be revitalized and stabilized if cities are to revive. 
But these are typically the very communities t) it suffer from disin- 
vestment. “Stabilized” does not mean racially re-segregated. A stable 
neighborhood is one with a steady or increasing proportion of home- 
owners, who take pride in their community, keep up their properties, 
and demand their fair share of municipal services regardless of its 
racial or ethnic make-up. 

Committee witnesses presented impressive evidence documenting the 
degree of disinvestment in such communities. In most cases, neighbor- 
hood groups have developed the data by tabulating property records, 
one by one, available from the local recorder of deeds. The raw stat’ s- 
tics were then sorted by lender and neighborhood, an extremely time- 
consuming process. More sophisticated computerized studies using cen- 
sus-tract mapping were conducted by the Baltimore City Housing De- 
partment, the Center for New Corporate Priorities in Los Angeles, the 
Phoenix Fund for St. Louis. the National Urban League in Bronx, 
New York; and the Banking Committee staff with the assistance of 
the Library of Congress for Washington, D.C. 

Generaily, the data in at least fifteen cities, showed a consistent pat- 
tern in which most lenders seem to be reluctant to make loans in older 
neighborhoods. Further, witnesses provided the committee with exten- 
sive personal accounts of the experiences of would-be homeowners 
being informed by most local lending institutions that mortgages in 
such neighborhoods would be available only on onerous terms, if at all. 

The Tlinois Commissions—one appointed by Governor Walker, the 
other by the State Legislature—provided extensive illustrations. Gov- 
ernor Walker told the Committee of a voung prosperous couple who re- 
ceived a warm welcome from one of Chicago’s savings and loan asso- 
ciations “until they told the Joan officer the location of the home. The 
loan officer eccerding to this couple. stammered a bit, offered a few lame 
explanat ons, but the deal was clearly off.” 


Governor Walker commented: 


This experience has occurred with greater and greater fre- 
quency in the last few years in too many communities in our 
large cities. It has been a common experience for minority 
areas for many years. Put it is just in recent years that the 
problem has spread to the middle-class and the middle-aged 
areas of our cities. 

Those neighborhoods are now teetering. They can be main- 
tained, they can be stabilized and improved, or they can go 
the way that other neighborhoods have gone in the past— 
down the read of blight and slum. 

The problem is redlining, impeding the flow of mortgage 
funds for particular neighborhoods. 


Well-documented research on credit flows and personal experiences 
provided a similxr picture of other cities : 

in st. Louis, the Phoenix Func. study of Savings and Loan lending 
activity between 1960 and 1974 revealed that loans made in the city 
of St. Louis declined almost 75% during those years. Between 1973 
and 1974, city lending declined almost 50%, while savings in the city 
increased by 15%. : 
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Witnesses from Boston described the situation in the community 
of Jamaica Plain, a transitional neighborhood located between the 
inner city area of Roxbury and the affluent community of Brookline. 
In Jamaica Plain, according to a neighborhood association, the bulk 
ef mortgage lending is being done by two small neighborhood based 
€o-op banks, while the City’s larger thrift institutions are generally 
dubious about the area. : 

Property transfer records from Milwaukee’s West Side indicated 
that the closer a property was to the inner city, the more difficulty a 
prospective borrower experienced obtaining a mortgage loan. A West 
side resident was told by a loan officer that she could get only a 12 year 
mortgage because of the age of the property and its location. “Go West 
of 60th Street and then we can talk 20 to 25 years”, she was told. 

A consumer survey by the local neighborhood association indicated 
that of 76 loan inquiries about properties on the Westside of Mil- 
waukee, 6396 resulted in flat turndowns, and 25% in highly unfavor- 
able terms. 

Research in Chicago by several community organizations, a_com- 
mission of the State legislature and a Governor’s advisory commission 
showed serious disinvestment in Chicago’s older neighborhoods, In one 
city zip code, 60622, for example, local institutions drew $64.5 million 
worth of savings, but provided only $172,000 worth of loans. 

The 1974 statistics assembled from data filed by lending institutions 
under a newly enacted Chicago ordinance showed that one institu- 
tion, with $10.4 million from 13 redlined neighborhoods, failed to make 
a single home loan in those areas. These are not, incidentally, neigh- 
borhoods where rental housing predominates, or neighborhoods lack- 
ing demand for credit. Another institution, with $16.2 million in 
savings from the redlined neighborhoods, made just a single home 
loan, for $18,000, in those neighborhoods. 

Even in the older relatively affluent suburb of Oak Park, an at- 
tractive community known for the distinctive quality of its turn-of- 
the-century homes, disinvestment has become a serious problem. The 
Committee heard testimony that well-maintained homes were typically 
rejected by lenders solely hecaiiie of the age of the house. One billion 
doliar thrift institution in the Chicago area customarily turns down 
loans on houses over 25 years old, the Committee was told. The largest 
savings institution based in Oak Park during a recent period lent 
$1.5 million dollars in outlying suburbs, but only $40 thousand in its 
home community. Another institution with a branch office in Oak Park 
flatly told a borrower that it is “strictly savings here” meaning the 
Oak Park office. This institution, Village Federal Savings, went so 
far as to délete the “. . . and Loan” from its signs and its advertising. 

The Committee believes that the age of a house cannot be taken as 
an arbitrary indication of its soundness. Obviously, the essential fac- 
tor is the property’s estimated remaining useful life, not the year 
of its construction. Some homes built in 1900 will robably outlast 
shoddier houses constructed in 1970. As one of the Committee’s Illi- 
nois witnesses remarked, only partly in jest, “The White House is 150 
years old. I hope President Ford never needs a mortgage.” 

In Washington, D.C. a study conducted by the Library of Congress 
for the Committee analyzed mortgage lending by institution and by 
census tract. The study revealed that only about ten cents out of every 
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dollar lent in 1973 by D.C. based institutions was actually lent in the 
city of Washington. Of that 10%, a disproportionate amount went to 
white neighborhoods. Comparisons between neighborhoods that are 
similar with respect to income and housing stock characteristics but 
not race showed that, other things being equal, a black community 
is far less likely to receive conventional morgtage credit. 

Far Northwest Washington, an affluent area that is 97% white 
received in 1973 triple the mortgage loan,dollars per capita than went 
to Upper 16th Street, a comparable area that is 70% black. In one 
upper middle class predominentiy black community, Randle High- 
lands, only 8 of the District’s 27 lenders made more than $100,000 
worth of loans. The vast majority of that neighborhood’s home financ- 
ing came either from cash purchases, seller-financing, or mortgage 
companies, rather than from depository institutions such as banks 
or savings and loans. 

A study by the U.S. Commission on Civil Rights on mortgage lend- 
ing in Hartford, Connecticut, showed that under-appraisal of homes 
in minority or integrated neighbor’,oods is a common practice that 
results in higher effective downpayment requirements and effectively 
penalizes prospective buyers of inner city homes. According to the 
Commission, “Often, the under-appraisai was made without discrimi- 
natory intent, but rather on the basis of the traditional appraiser 
view that property values decline in minority and transitional neigh- 
borhoods.” 

In Cincinnati, the Coalition of Neighborhoods conducted extensive 
research on three areas that are comparable with respect to income, 
education levels, and housing stock: Bond Hill, an integrated neigh- 
borhood: Oakley, an all white community: and Evanston, a predomi- 
nently black community. Studving credit flows between 1960 and 
1974, the researchers found that “Cincinnatti’s lending institutions, 
particularly savings and loans, have withdrawn financial support 
from the black and racially transitional communities.” 

Likewise, in Providence, witnesses reported cases in which appli- 
cants were told not to bother to apply for loans, because of the prop- 
erty’s age or location. Responding to the alleged absence of hard data 
indicating demand for loans in such neighborhoods, one witness graph- 
ically described “The nervous couple going in for the first time to 
try to buy a home. The guy (the loan officer) says, ‘Well, we really 
aren’t in favor of that area,’ and they just sort of creep out the door, 
and that’s it. No application.” 

In Indianapolis, witnesses from the Coalition to End Neighborhood 
Discrimination presented a study showing that one of the Eity’s larg- 
est savings and loan institutions lent $41 dollars in outer areas for 
every dollar in older neighborhoods. One of the largest commercial 
banks lent $93 dollars outside the city for every dollar in the entire 
city. 

The most exhaustive research on urban disinvestment the Commit- 
tee is aware of was conducted by the Baltimore City Department of 
Housing and Urban Development. Using computerized property trans- 
fer records, the Department analvzed a 100% sample of mortgage loans 
made in Baltimore City and Baltimore County by census tract and by 
institution for the years 1970 and 1972, developing the concepts of 
“Financial Neighborhood” to show what sort of financing mechanisms 
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predominate in particular communities, and “Fmancial Vitality 
index” to measure “the financial health and stability of the housing 
market in each of the City’s census tracts.” 

The key to being able to conduct such a comprehensive study was 
the availability of computerized property transfer records, which 
exist because Baltimore is one of a small number of cities where a 
commercial reporting service, Lusk’s Directory, keeps its records by 
computer. 

S. 1281 weuld provide lending data by institution and by census 
tract comparable to that which exists in Baltimore. According to Rob- 
ert Embry, Jr., Baltimore Commissioner of Housing, the availability 
of such data was the crucial factor that enabled the City to pursuade 
lenders to increase mortgage lending within the city. According to 
Commissioner Embry, the Baltimore study showed that : 


(a) Lending policies relating to the size of loans eliminated 
a substantial portion of Baltimore City transactions—the pre- 
vailing policy being “no loans under $15,000—where 75% 
of our residential market is under $15,000. 

(b) Lending institutions adopted policies relating to prop- 
erty that eliminated a large segment of city houses on the 
market, e.g., loans not available on houses over 20 years old or 
those which are less than 18 feet wide. By the way, almost 
two-thirds of our houses were built before 1939, and many of 
our houses are row houses 12, 14 and 16 feet wide. 

(c) Key officers of lending institutions appeared to have 
imperfect knowledge of current conditions in the city and 
particularly of the growing strength of many neighborhoods. 

(d) Lending institutions vary considerably in the per- 
centages of their loans which are made in the city. Some of the 
larger institutions with apparent aL..cy to do much more 
make virtually no loans in the « 

(e) Racial discrimination appeared to exist with respect 
to medium-income blacks who did not appear to have the 
same access to mortgage financing as medium-income whites. 


Commissioner Embry reported that on the basis of the study, the 
City reached agreements with Baltimore lenders to remove some of the 
arbitrary restrictions and increase lending inside the city. The ~ ree- 
ment includes: 


1. A removal of all arbitrary restrictions on mortgage lend- 
ing, e.g., age, size of house, in favor of considering all requests 
on the merits of the applicant and the house. 

2. A pledge of $45 million in loans above the previous 
year’s lending. This isn’t just a one-year commitment. This 
is an open-ended commitment for the future, over and above 
$45 million. 

8..The establishment of a committee consisting of lenders 
and ‘public officials to review claims of unfair or unreasonable 
denial of mortgages with the authority to place loans among 
member firms if the claims are substautiated. 


Commissioner Embry told us: 


In spite of this progress locally, we very much welcome and 
hope for the passage of Senate Bill 1281. 

We feel that a major reason for existence of the thrift in- 
dustry is to serve the housing needs of the communities and 
neighborhoods in which the lenders are located. Other than 
voluntary disclosure there has been no way for the public 
to determine if this obligation has been met, and we know of 
few cases of full voluntary disclosure. 

XK * * * * 


During our study we found significant evidence that lend- 
ers did not realize the composite effect of their lending pol- 
icies because they did not keep records in a fashion that would 
have revealed such patterns. 

It is our feeling that the proposed disclosure legislation 
wil? require the lenders to become more closely attuned to the 
effects of their lending policies. It will also have the effect of 
making them more accountable to their depositors, an almost 
lost consideration in today’s market. 


The Committee notes that a similar agreement has been reached in 
Milwaukee, under which lenders agree to review loan applications 
that appear to have been rejected arbitrarily. In Chicago, where the 
city requires institutions seeking city deposits to disclose their geo- 
graphical lending patterns, one neighborhood reached a “greenlining” 
agreement with five financial institutions, that promised to increase 
their lending in older neighborhoods in exchanges for pledges of in- 
creased deposits. One institution has begun keying its adds to its com- 
muity-minded lending practices. In all three cities, disclosure of lend- 
ing data was the catalyst that led to the agreement. 

The Committee believes that reinvestment in older neighborhoods 
would be stimulated in other areas by the disclosure of lending data. 
Merle Mergell, Mayor of Inglewood, Cxlifornia, a racially integrated 
city of 100,000 that has experienced severe disinvestment, told the 
Committee: 


When lending institutions designate an area as a high risk 
area, they doom it. 

It is more than frustrating to us to see developers and home- 
owners wishing to invest and reinvest in Ingiewood not able 
to do so because of a subjective, discriminatory decision on the 
part of the financial institutions. ... 

If I knew that a certain savings and loan in the city of 
Inglewood was lending money there, I would be very prone 
to put my money in that savings and loan. I think other resi- 
dents would too. 


Mayor Gibson of Newark, New Jersey, appearing on behalf of the 
U.S. Conference of Mayors, told us: “The scarcity of concrete data 
on savings and loan practices is a stumbling block” in his efforts to 
promote reinvestment in Newark. 


S. Rept. 94-1872 
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Effects of disclosure 


The Committee believes, contrary to the fears of some lending insti- 
tutions, that disclosure is a mild remedy that will have the effect of 
encouraging institutions to become more community-minded. Neither 
the neighborhood witnesses, the government officials, nor the industry 
representatives who testified on S. 1281 were able to provide any evi- 
dence that ' ending in older neighborhoods increased the risk of default. 
or foreclosure. Baltimore Commissioner Embry told the Committee. 
that the $45 million increase in city lending did not increase default 
ratios in his city. 

Another witness, former Civil Rights Commission Director William 
Taylor, now director of the Center for National Policy Review at 
Catholic University Law School, pointed to the successful experiences. 
of one black savings and loan association in Washington, D.C., to 
illustrate the irrationality and arbitraryness of other institutions that 
are reluctant to make loans in the city: 

“Independence Federal Savings and Loan, a minority-controlled 
Savings and Loan here in the District, has been making loans in many 
neighborhoods in D.C. with a low default rate,” Taylor noted. The 
Committee later learned that Independence makes about 80% of its 
louns in the city, und in fact made more city loans in 1973 than another 
institution, Interstate Building Association, which has about ten times. 
Independence’s assets. “It is hard to imagine that the challenged 
institution (Interstate) could demonstrate that its own discriminatory 
practice is a matter of business necessity,” Taylor commented. 

The Committee notes that red-lining, under a 1973 regulation issued’ 
by the Federal Home Loan Bank Board, is technically illegal, but 
that the regulation has no practical effect because there is no meaning- 
ful enforcement policy. In the case of Interstate, for example, the Bank 
Board granted that institution a Federal charter in 1974 with no. 
review of Interstate’s lending patterns, even though there were red- 
lining complaints against Interstate pending. The Committee later 
learned that in 1973, Interstate made 99.7% of its loans outside the. 
city, which seems to be prima facie evidence of red-lining. 

The Committee is aware that in response to community criticisms. 
of neighborhood disinvestment by financial institutions, some institu- 
tions have sought to defend their record by pointing to their total 
portfolios, that is, their total loans outstanding. The more meaningful 
data, of course, is mortgage loans made in recent years. If an institu- 
tion made some loans fifteen years ago in a neighborhood that is now 
considered off-limits, it is small comfort to depositors looking for: 
mortgages in 1975 to know that the institution made some loans in 
1960 that are still on their books. 

In analyzing the charges and counter-charges that have been made,. 
the Committee believes it is important to keep in mind the distinction 
between total loans outstanding, and loans originated in recent years, 
in a given neighborhood. And once again, the confusion illustrates the 
need for reliable data, which can be obtained only through disclosure. 


Charter obligations 


- If an institution views its primary service area merely as a con- 
venient source of deposits to siphon to other areas even though a de- 
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mand for bankable mortgage credit exists in the home area, the 
Committee believes such an institutien js not fulfilling its charter 
obligation to serve its area. 

At the same time, the Committee rejects the notio:. that there must 
be some fixed ratio between deposits gathered from a community and 
loans returned to that community. teats, the judgment whether 
an institution is giving good service to consumers must be made by 
consumers. For that reason, the Committee views disclosure as a use- 
ful measure. } 

The Committee emphasizes that nothing in S. 1281 requires lenders 
to loan in particular ratios, nor does the legislation require lenders 
to make unsound loans. Obviously, the lending situation varies sub- 
stantially between communities, and there is no single percentage ap- 
propriate for all communities, ee 

Nonetheless, lending institutions do have an obligation to meet the 
bona fide credit needs of their localities, especially in view of the fact 
that these institutions are required to demonstrate that any new office 
or branch they establish is necessary to meet the “convenience and 
needs” of the community. The financial regulatory agencies apply the 
“convenience and needs” test with respect to all new branch and charter 
applications. It seems ap ropriat, therefore, that the financial regula- 
tory agencies should et ae, a continuing review of how well financial 


Institutions are actually meeting the convenience and needs of their 


communities, and to deny additional branches to those institutions that 
have failed to fulfill their community obligations as anticipated in 
their original branch or charter applications. 

As Commissioner Embry observed : 


These lending institutions are not operating on a free 
market... . They are supplied a substantital government 
benefit from the Federal government in terms of insurance, 
in terms or regulation, in terms of tax benefits, in terms of 
quasi-monopoly situations within their respective markets. 
And f in return for that “interference” by the Federal gov- 
ernment they are not going to meet the need they were sup- 

sed to be meeting, then I think that “interference” might 

withdrawn. 


FHA and red-lining 
The Committee als 
ventional lenders to “ 


anging racial- 
ional loans. 
id ’ from midwest- 
ern cities, indicates that the designation “FHA neighborhood” can be- 
come a stigma that leads to a self-fulfilling prophecy of neighborhood 
decline by conventional lenders, As Professor Sternlieb commented : 


We have had a variation of Gresham’s Law, in which the 
government-guaranteed mortgage in a neighborhood has es- 
sentially driven out the nongovernment-guaranteed mort- 
gage. Now, this certainly wasn’t its intent. It was to serve as 
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a supplement. It was to serve in areas in which conventional 
mortgaging needed inspiration. 

It has not done so in many cases. Rather than that, we 
now have neighborhoods which are referred to as “FHA 
neighborhoods.” 

We had a much more delicate ecology and balance in those 
neighborhoods than I think any of us realized. 

We had an abdication otf responsibility or the part of the 
banking fraternity. Essentially, they stoppea looking at the 
collateral as housing and they looked at the collateral as the 
imprimatur of the FHA. They bought government guaran- 
tees, not. housing, instead of taking on what I think many of 
us heped for, a very creative symbiotic relationship with bank 
expertise, management capacities, servicing capacities, gov- 
ernment strategy aid inducement. 

Instead of that yielding a positive result, it ended up yield- 
ing an enormous maze of foreclosnres, monetary loss, and 
perhaps much more significantly the loss of neighborhoods, 
the loss of housing, the loss of life style for a good many of 
the people were trying to help. 

Industry concerns 

The Committee notes the concern on the part of some financial in- 
stitutions, particular'y thrift institutions, that their fiduciary respon- 
sibility outweighs a1] others. The industry is also apparently fearful 
‘of “rans” on institutions that are under criticism from community 
groups for failing to give adequate loan service to their areas. 

The Committee is aware that “red-lining” has become an emotion- 
ally charged issue in some communities, leading to negative publicity 
for institutions alleged to practice red-lining. In light of the foregoing, 
the Committee believes that disclosure is absolutely necessary in order 
to get the facts oui, and to defuse these tensions. Disclosure will also 
have the effect of defusing demands for explicit credit allocation, since 
communities that are deterioraing for lack of morgage credit obvi- 
ously wili continue to demand redress. Mr. William O'Connell of the 
U.S. League of Savings Association toid the Committee : 

T don’t thiak our reservation runs to the disclosure itself. 

I thirk what we are talking about is the next step. 


The Committee believes that if ‘‘sclosures works, there will be 
no need for a ‘next step. 

In response to 9 awe assertions that disclosure of geographic 
deposit sources would be burdensome and would reveal proprietary 
information, the Committee agreed to delete that provision of the 
original Proxmire-Stevenson-Brocke bill. As HUD Secretary Mrs. 
Carla Hills testified: © 


That aspect of the bill that would disclose to individual 
depositors where the institution is investing in mortgages 
would be a helpful disclosure. .. . 

I think the bill is helpful insofar as it gives the zip cos 
readings on your mortgages. I think that.it would ‘not ti: 
‘unduly burdensome, from what I have been able to glean 


from the financial institutions, to provide that information, 
and it seems to me that it would have helpful aspects. 

I am troubled by the second aspect of the bill that would 
require the addresses and the amounts of each of the deposi- 
tors, and it as that aspect that I think the burdens outweigh 
the benefits. 


The Committee concurs with Mrs. Hills observation, and has re- 
moved the deposit-disclosure provision. As a substitute, the legislation 
mandate a study by the Federal Reserve Board on the possible useful- 
ness of disclosure beyond that required by S. 1281. 

In response to further industry suggestions that red-lining is essei- 
tially an urban-suburban problem, and that disclosure might be a 
problem for very small institutions, the Committee also agreed to 
exempt institutions located outside standard metropolitan statistical 
areas. Institutions serving about 35% of the country’s non-metropoli- 
tan population, will therefore not be subject to the requirements of 
5. 1281, 

STATE AND LOCAL ACTION 


The Committee notes that disclosure requirements have been initiated 
in several jurisdictions at the State and Local level. The Massachu- 
setts Commissioner of Banking has recently announced disclosure 
regulations that vo substantially beyond S. 1281. In Illino!s, Governor 
Walker has introduced a comprehensive disclosure bill, which has 
already passed one House of the State legislature. In California, where 
State authorities already collect lending statistics by census tract, 
Governor Brown is considering making the data public. In Chicago, a 
city ordinance requires disclosure by institutions wishing to do busi- 
ness with the City. 

In addition, the Committee believes that the trend at state and local 
levels to institute disclosure requirements makes it imperative that 
the Congress act. If the Congress fails to pass Federal legislation, 
state-regulated institutions in jurisdictions with disclosure require- 
ments could be put at a competitive disadvantage, with the result that 
institutions might shift to Federal charters in order to circumvent: 
state regulations. Governor Waiker stressed this concern at the Com- 
mittee’s hearings. 

Failure to enact Federal legislation could threaten the dual banking 
system and impair the vitality of state chartering. S. 1281 would 
apply to all institutions, with the proviso that state law would take 
precedence in states with substantially similar or more comprehensive 
disclosure requirements. 

COST 


The Committee notes that in instances where states and localities 
have required disclosure the cost has not been. burdensome, especially 
when disclosure is only prospective, as has been the case in many juris- 
dictions. The Committee notes that despite some industry predictions 
of excessive cost, the Washington, D.C. savings and loan associations, 
when criticized by community groups for neglecting the city, quickly | 
made public data showing the precise geographic source of deposit» — 
a requirement which the Committee deleted from this bill because it 
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was alleged to be too burdensome. The Committee suspects that once 
this measure becomes law, many institutions will voluntarily reveal 
the source of their deposits. 

According to a study by the American Bankers Association, the 
eost of reporting by census tract mortgage loans made during the past 
two years would be $2.14 million, or about $389 per bank. After the 
first year, when institutions became accustomed to entering new mort- 
gage loans by census tract, the cost would drop to about $180 per bank 
per year. 

SECTION BY SECTION SUMMARY 


Sec. 1. Short Title. This section provides that the Act may be cited 
as the “Home Mortgage Disclosure Act of 1975.” 

Sec. 2. Finding and Purpose. This section provides that Congress 
finds that depository institutions have sometimes failed to provide ade- 
quate home financing on a non-discriminatory basis to all the neighbor- 
hoods they serve, and that the purpose of this Act is to enable citizens 
and public officials to better ascertain which institutions are fulfilling 
their obligation to serve their localities. 

Src. 3. Definitions. This section defines “mortgage loan” as a feder- 
ally related mortgage loan under Section 3 of the 197+ Real Estate 
Settlement Procedures Act. A “depository institution” is defined as one 
making a Federally related mortgage loan. A savings account is defined 
as an account other than a demand deposit. A census tract is defined as 
one defined and established by the Census Bureau. “Board” means the 
Federal Reserve Board. 

Sec. 4. (A) 1. Maintenance of Records and Public Disclosure. This 
section requires all depository institutions with offices located within a 
Standard Metropolitan Statistical Area to compile and make available 
for inspection and copying at each branch: 

A. The number and dollar amount of all mortgage loans outstanding 
at the close of the last fiscal year. 

B. The number and dollar amount of mortgage loans originated dur- 
mg the year. 2(a) In addition, the information shall be compiled so as 
to disclose by census tract loans made on property within the Standard 
Metropolitan Statistical Area, and to disclose by county loans made 
outside the SMSA. 2(b) The information must also disclose a break- 
down between loans on owner-occupied versus absentee-owned prop- 
erties, and a breakdown between conventional, FHA-insured and VA- 
guaranteed mortgage loans. 

Src. 5. Enforcement. This section requires the Federal Reserve 
Board to prescribe regulations to carry out the purposes of this Act. 
@ompliance shal! be enforced in the case of : 

1. A. national banks, by the Comptroller of tlhe Currency; B. other 
Federal Resérve member banks, by the Board; C, other FDIC-insured 
banks, by the FDIC 

2. Federally chartered, or insured savings institutions or members 
. ips Home Loan Bank system, by the Federal Home Loan Bank 

oard. 

. 3. Fedéxe | Credit unions, by the National Credit Union Administra- 
on. 


a 
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A violation of this Act shall be deemed a violation under tl.c appro- 
priate statute empowering the aforementioned agencies, and they shall 
have their usual enforcerient powers. 

In the case of other categories of financial institutions covered by 
this Act, the Federal Trade Commission is given enforcement 
authority. 

Each designated regulatory agency is authorized to issue appro- 
priate regulations to cover institutions under its jurisdiction. 

Src. 6. Relation to State Laws. This section provides that this Act 
does not alter, annul, or affect state laws on public disclosures and 
recordkeeping by depository institutions, except to the extent that 
such laws are inconsistent with this Act. The Federal Reserve Board is 
authorized to determine whether such inconsistencies exist. The Board 
may not rule that a state Jaw is inconsistent with this act if the state 
jaw provides for a greater degree of disclosure than this Act. The 
Board shall exempt institutions from compliance with this Act if they 
are governed by fatal or state laws providing for disclosure require- 


ments substantially similar to those imposed under this Act. 

Src. 7. Studies. This section provides that the Federal Reserve 
Board, in consultation with the Secretary of Housing and Urban De- 
velopment, shall carry out a three-year study of the feasibility and 
usefulness of extending disclosure to cover non-SMSA institutions, to 
also rev=ire disclosure of the geographical source of savings deposits, 
to requi.e disclosure of average terms »>nd downpayment ratios, and to 


require disclosure of other neighborh» : loan data, such as home im- 
provement and small business loans. 

Yhe Board is also required to study the use to which the data 
disclosed under this Act is put, and its effect on reinvestment in older , 
neighborhoods, 
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ADDITIONAL VIEWS OF SENATORS TOWER, GARN, 
HELMS AND MORGAN 


INTRODUCTION 


The Home Mortgage Disclosure Act of 1975 as reported by the 
Committee basically requires all depository institutions in urban areas 
to disclose by census tract where they are making home mortgage 
loans. The legislation is based on the questionable theory that by 
giving community action groups control over home mortgage in- 
vestment decisions of neighborhood thrift institutions, decay of Amer- 
ican cities can be retarded. Although the objective of eliminating 
urban decline is one with which we all agree, we question whether 
the legislation as presently drafted will make any contribution to 
that end. Indeed, all inaications are that it would be costly for the 
homebuyer and counterproductive for most inner city residents. Fur- 
thermure, the hearings conducted by the Committee were one-sided, 
raising more questions than they answered, For these reasons, which 
will be outlined in greater detail, it is our view that this matter 
should be studied further before embarking on permanent legisla- 
tion which may add to the cost of homeownership, threaten the sol- 
vency of thrift institutions, and hasten the demise of our great cities. 


ADEQUACY OF HEARINGS 


Neighborhood decline is a many faceted problem. There are numer- 
ous well documented theories as to why inner city neighborhoods 
deteriorate. One theory holds that decline is primarily caused by es- 
tablishment control of capital and rental property. Accordingly, the 
bankers and absentee real estate owners determine to pull out of a 
neighborhood and that triggers the decline. Adherents to this theory 
demand that the power over capital distribution and rental property 
be turned over to community groups who will prevent disinvestment. 
Most of the supporters of S. 1281 who testified see it as a tool to give 
community groups leverage over the financial institutions to achieve 
their ends. The more orthodox economic theory teaches that although 
the flow of mortgage credit into a neighborhood is a factor, social 
and economic deterioration precede disinvestment. 

_ Of the witnesses that appeared, mostly community action and civil 
rights groups, over 20 supported the theory that concerted disinvest- 
ment by financial institutions is the primary cause of inner city decline. 
The four industry witnesses and only federal agency witness took the 
opposite position. One highly qualitied city planner was neutral. No 
urbanologists were calied to give the inore widely accepted economic 
theories and a balanced picture of the problem. Nor did officials.from 
the Department, of Housing and Urban Development, the Federal 
agency with the primary expertise in urban decline, testify during the 
(17) 
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hearings on S. 1281. The Committee would have been given a better 
perspective of the problem if testimony had been obtained from urban- 
ologists such as: Dr. Nathan Glazer, Professor of Education and 
Social Structure, Harvard University; Professor Ed Bazxfield, Uni- 
versity of Pennsylvania; Professor James Q. Wilson, Harvard 
University; or Dr. Martin Meyerson, University of Pennsylvania. 
There are others, but this is just a sampling of the type of testimony 
necessary for a fair treatment of the issues. 

Another unexamined premise of the bill is that local deposits should 
be used essentially for local credit. Although there was cursory treat- 
ment of this subject by the industry witnesses and the Federal Home 
Loan Bank Board, the issue was not fully developed. The Federal Re- 
‘serve Board—again the principal agency with expertise in the area— 
was not called to appear. Nonetheless, in a statement filed with the 
‘Committee, Chairman Arthur Burns characterized the bill as being 
unwise. Although Chairman Burns recognized that it is in the best 
interests of financial institutions to accommodate the legitimate credit 
needs of their local communities, he emphasized that one of the main 
functions of financial institutions ‘s to provide greater mobility for 
the economy’s savings and investm nts. As Chairinan Burns sees it, to 
insist that capital should not normally Aow out of a lender’s local mar- 
ket is to risk inhibiting the flow of capital that is essential to support 
vigorous economic growth in the nation as a whole. Certainly, the 
‘Committee members should have had the opportunity to question the 
Board Chairman on this vital issue. The Federal Reserve Board’s ab- 
sence is particularly significant since it is the agency called upon to 
administer the legislation. 

Probably the greatest shortcoming of the hearings was that there 
was no accurate data on the cost of the disclosure provisions of the 
‘Committee’s bill on the institutions and ultimately the homebuyer. As 
introduced, S. 1281 required disclosure by zip code. In response to the 
call by the community action witnesses for disclosure by census tract, 
the Committee amended S. 1281 to meet their demands. Thus, the af- 
fected parties were not prepared to present the Committee with the 
cost of converting their addresses fer mortgage loans from zip code to 
census tract, However, the industry representatives and the Federal 
Home Loan bank Board witness testifi.d that such reporting would be 
quite expensive. On the other hand, the supporters of the bill main- 
tained that this would not be a burden especially if the lenders used 
the U.S. Census Bureau’s ADMATCH computer program for match- 
ing street addresses with census tracts. Adequate treztment of the sub- 
ject would reqnire testimony from the Census Bureau on the costs of 
‘the ope-ation of its program as well as computor softwear experts. 
Certain'y ailected parties should be given adequate time to meet this 
issue. 

There is also grave questicn as to the significance of the statistical 
data presented at the Deausishon hearings. For example, the Library 
of Congress in its study of lending by D.C. based savings and joan in- 
stitutions reported that Home Federal Savings and Loan lent in 1973 
26.7 percent of its savings in the District. John U. Raymond, Presi- 
dent, Home Federal, wrote the editors of the Washington Post on 
May 18, 1975, that as of last year’s end, approximately 42 percent of 


their loan dollars were invested in loans on D.C. real estate, substan- 
tially all of which was residential property. In addition, Mr. Raymond 
reported that 38.5 percent of Home k ederal’s savings carried D.C. zip 
codes indicating that Home Federal is reinvesting more in D.C. than 
it receives in deposits. This raises questions on the significance of the 
D.C. study. 

In sum, the hearings raised more questions than they answered. Al- 
though we recognize that disinvestment by financial institutions is a 
contributing factor to inner city decline, the shallow hearings failed to 
touch on the fundamental problems or point to meaningful solutions. 
It is our view that before permanent legislation is adopted, more study 
should be given to solutions either through further Committee hearings 
or an agency demonstration project. 

Certainly, there was no effort made during the hearings to under- 
stand the factors which are involved in the dec:sionmaking process 
by residential mortgage lenders nor to understand the process by 
which residential mortgage lending activity deteriorates in our nation’s 
inner cities. At the very least, this legislation should have attempted 
to enlighten Congress and the public about the dynamics of the proc- 
esses involved. In the absence of such a study, both Congress and the 
public will continue to operate in the dark regarding the factors in- 
volved in urban lending processes and practices. 


S. 1281 WILL NOT SOLVE TIE PROBLEM OF NEIGHBORHIOOD DECLINE 


The bill’s objective is to reverse neighborhood decline by giving com- 
munity action groups and depositors sufficient information to force 
lending institutions to make home mortgage loans in inner city neigh- 
borhoods. It is based on the theory that the primary cause of neigh- 
borhood decline in disinvestment or redlining. This overlooks the fact 
recognized by most authorities on the subject that disinvestment gen- 
erally occurs in the later stages of neighborhood decline. Pumping 
all the mortgage money in the world into a neighborhood will not 
create the amenities of the neighborhood or the quality of the city 
service which so greatly influences its desirability. It cannot cause 
an improvement in schools, increase safety, give more efficient public 
transportation, or upgrade any other city service. A more promising 
approach to the complex problem of upgrading declining neighbor- 
hoods, would be to enlist the cooperation of all local governments, 
property owners, residents and financial institutions—all acting to- 
gether toward this common objective in given areas. It would be much 
more effective to put the resources of the public and private sector into 
programs such as the Urban Reinvestment Task Force now being 
undertaken by the Federal Home Loan Bank Board and the Depart- 
ment of Housmg.and Urban Development. 

In addition, S. 1281 could be counterproductive by: | 

Causing lending institutions to pull out of declining neighbor- 
hoods : 

Shaking investors’ confidence and causing withdrawals from 
savings accounts. 


Forcing lending institutions to infuse money into stable neigh- 


* . 


‘borhoeds creating a turnover in housing and disruption ; and 
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Inhibiting the flow of money from surplus areas of the country 
where it is not needed to neighborhoods of scarcity where it is - 
needed. 


THE SOLVENCY OF FINANCIAL INSTITUTIONS AND THE SAFETY OF DEPOSITS 
WOULD BE JEOPARDIZED 


The proponents of S. 1281 ignore the interests of depositors in the 
safety and yield of their accounts. It is their money that must be 
protected. Serious questions have been raised whether financial institu- 
tions should be encouraged to make real estate loans in certain de- 
teriorating neighborhoods, at least without more stringent credit terms 
necessary for the protection of the depositors. Some savings and lean 
associations have become bankrupt in the city of Chicago because they 
concentrated their lending portfolios on property in deteriorating 
areas. Appraisals of property were based at values that the sellers aud 
buyers were willing to meet, and over a period of time, the loans went 
bad. During the hearings, no sympathy was shown for depositors who 
might lose their savings if financial institutions are forced to make 
unwise loans. 

In addition, the action of irresponsible groups could cause with- 
drawals or savers’ “runs” on the financial institutions if the data dis- 
closed did not happen to measure up to some arbitrary loan volume 
standard established by that group. This could threaten the very ex- 
istence of many financial institutions. 

The geographic disclosure of lending data by savings and loan as- 
sociations would be a road map to their competition of their market 
areas. As an industry, the savings and loans simply cannot stand this 
added competitive disadvantage. 


FINANCIAL INSTITUTIONS WOULD BE INVOLVED IN AREAS OF SOCIAL 
CONFLICT 


The requirement in S. 1281 that loan volume be broken down by type 
of loan—conventional, FHA and VA—is an invitation to chaos. In- 
dustry representatives testified that some racial and ethnic groups in 
major cities want FHA loans; however, some community groups in 
the same cities insist only on the extension of conventional loans be- 
cause they think FHA loan will mean the entry of lower-income or 
minority families. They further testified that the disclosure require- 
ments in S, 1281 may well inflame racial tensions in American cities. 

One of the problems with the charge of “redlining” which gave rise 
to S. 1281 is that “redlining” means different things to different 
groups. To some, it means excessive speed in foreclosure on FHA 
loans; to others it means an absence of conventional loans: to-still 
others it means a reluctance on the part of lenders to extend credit in 
deteriorating or changing neighborhoods. To others, it means conscious 
and deliberate attempts to “write off” or refuse ‘0 extend credit in a 
neighborhood where the extension of credit is justified. 

Te question arises as to who shall reconcile the differences between 
the groups. Financial institutions are certainly not in the position to 
perforin this quasi-governmental function. This could very well lend 
to the establishment of another counter-productive government 
bureaucracy. 


. 


S. 1281 IS THE FIRST STEP TOWARD CREDIT ALLOCATION 


We fear that this disclosure is the first step toward a 
form of credit allocation—the next would be to say that at least « 
percentage of the deposits must be invested in a certain area. — 

In a free competitive mortgage market, the problems of credit 
allocation are resolved without regard to factors other than the eco- 
nomic ones, The primary problem in recent years has been the limited 
supply of mortgage money—certain areas get rationed out and these 
tend to be the high risk areas with low income populations. Lending 
institutions must look at economic factors—the likelihood of repay- 
ment of the Joan and the future value of the security—or else they 
will take unreasonable risks with people’s savings. 

Some argue against this market system because it does not yield 
resuits compatible with their views or philosophy. They appear to be- 
lieve that they should be involved in allocating credit and that their 
scheme for allocating credit would be superior to that of the market. 
Under a free market system, any group is at liberty to combine their 
resources and allocate their capital as they see fit. But the concern is 
that there are some who want to redistribute the resources of others in 
a fashion consistent with their preference. 


MISLEADING DATA GIVEN THE COMMITTEE ON DISTRICT OF COLUMBIA 
REDLINING 


On the last day of the Committee hearings after industry repre- 
sentatives had testified, the majority staff presented a Library of 
Congress study which the staff interpreted as establishing that Wash- 
ington based savings and loans were “redlining” in the District of 
Columbia. Neither the authors of the study nor the affected parties 
were called to testify as to its significance and validity. We, therefore, 
directed the minority staff to request the savings and loan industry 
in the District of Columbia to supply the Committee members with 
a response to this D.C. Redlining Study. The data thus obtained from 
the Metropolitan Washington Savings and Loan League raise serious 
questions reearding the significance of the Library of Congress study 
and the conclusion that the savings and loan industry is disinvesting in 
the District of Columbia. 

For example, the Metropolitan Washington Savings and Loan 
League indicated that in 1973, District of Columbia savings and loans 
made 12,978 mortgage loans on single-family dwellings in the amount 
of $511 million in the Standard Metropolitan Statistical Area. These 
same associations made 2.023 loans in the amount of $74 million in the 
District. of Columbia. Thus. for the total lending on single-family 
housing, the District of Columbia received 15.6 percent of the total 
loans, and 14.4 percent of the total dollar amounts made by the 15 
member associations. 

In 1974, the percentages were slightly better in that the District of 
Columbia received 16.9 percent of the total lending volume made and 
14.9 percent. of the total dollar amounts. 

Tn relating these figures to the 1970 Census (which is the latest. data 
available), the District of Columbia received 17.9 percent of the total 
volume in savings and loan mortgage loans and 13.5 percent of the 
total dollar amounts in home loans. The dollar volume is determined 


by taking the median price in the 1970 Census on honie sales figures. 
and multiplying that by the number of loans. These figures tend to 
establish that the savings and loans in the District of Columbia (per- 
centage-wise) are making a fair and reasonable amount of home loans 
in the District—both numerically and dollar-wise. 

The attached savings accounts and loan transactions figures from 
Perpetual Federal Savings and Loan, the most significant savings and 
loan in the TD.C. area, indicated that they have done a commendable 
job throughout the city. 

Much has been said about west of Rock Creek Park and East of 
Rock Creek Park, the implication being that the west side gets favor- 
able treatment in the way of home loans. The facts are that about 10 
percent of the savings comes from west of Rock Creek and they receive 
about 8.5 percent in loans. The easte’n side of Rock Creek receives 
about 10 percent of the total loans and accounts for about 12 percent 
of the savings. 

Northeast Washington supplies about 5 percent of the savings and 
receives about 5 percent of the loans. The southeastern area sun plies 
about 3.3 percent of the savings, yet receives 4.4 percent of the lane 
The southwest area supplies 14 of 1 percent of total savings and re- 
ceives 1/10th of 1 percent in loans. 

In total, the District supplies about 30 percent of the savings dollars. 
and receives 28 percent of the loans made. This does not take into ac- 


ecunt.that many of the zip codes are suburbanites who prefer to have 
their savings trensactions performed at tho office address. 
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TOTAL LOANS AND SAVINGS! IN THE DISTRICT OF COLUMBIA, BY ZIP CODE, MAY 2, 1975 
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1 Excludes Caristmas savings. 

2 Small portion of 20011-12 located in N.E. 

2 Smail portion of 20019 located in S.E. 

4 Small portion of 20032 ucated in S.W. 

5 Includes all areas in addition to D.C., Maryland and Virginia. 


Note: Percentages based on actual amounts. Compiled by the Marketing Department. 
Source: Data processing files of May 2, 1975. 


The conclusion drawn from the minority staff research that D. C. 
savings and loans are not disinvesting in the District is confirmed by 
the Washington Post Survey reported on June 1, 1975. A Washington 
Post staff writer, William H. Jones. reported that most Washington 
area savings and loan institutions historically have made mortgage 
loans for homes in neighborhoods throughout the city and its suburbs 
in rough proportion to savings deposits generated from the same 
neighborhoods. 


COST AND FEASIBILITY OF THE LEGISLATION 


There was no accurate data presented at the hearings regarding the 
cost of the legislation to the financial institutions and ultimately to the 
consumer. The original bill required reporting by zip code. Since most 
institutions nave zip codes on their deposit and loan addresses, this 
requirement on its face would not appear burdensome for those in- 
stitutions with computer capacity. However, after the hearings were 
concluded in what was characterized as a “technical amendment” at 
the markup session, the Committee substituted census tract reporting 
for zip code. The problem arises from the fact that most of the financial 
pene do not have census tract designations in their loan port- 

olios. 

During the consideration of the bill by the Committee, opinions 
varied as to the cost of census tract reporting. Since there was no hard 
data presented to the Committee on this subject and affected parties 
had not been given an opportunity to prepare an adequate response as 
to costs, we directed the minority staff to obtain as much information 
on this subject as could be produced in the time available before the 
filing of this report. Those findings follow. 

There are two basic methods of attaching census tract designations 
(geocoding) to address, One is the manual method of having a clerk 
add the census tract designation after physically comparing the ad- 
dress with a census tract map or census tract address manual similar 
to a zip code book. For large files, manual geocoding can be an expen- 
sive. time-consuming. and often inaccurate process. 

The other method pioneered by the U.S. Census Bureau utilizes 
a computer program to replace the clerk in this process by comparing 
the house address, which is on 2 computer-readable record, to a geo- 
graphic reference list and assigning the desired geographic codes to 
those records meeting the comparison criteria. This ADMATCH Sys- 
tem of the Census Bureau requires that the input data file be machine- 
readable and contain structure address identifiers. To utilize the 
ADMATCH System, che user must have a suitable computer system. 
a data file with addresses on the records, and a geographic réference 
file. The addresses must conform to the ADMATCH address system. 

Based on the 1970 Census, the Bureau of Census has available 
ADMATCH tapes for 233 Standard Metropolitan Statistical Areas 
which are sold for $80 per SMSA. Many of these are out of date to 
some extent because of changes in street addresses and tract boundaries 
since the 1970 Census. The Bureau, however, is bringing these up to 
date for the 1980 Census. In the use of the tapes, the Census Burcau 
reports an approximate 30 percent rejection rate. Rejected addresses 
would have to be geocoded manually. 

Although the Bences Bureau generally does not contract with the 


public to run the tapes, it has found in utilizing the ADMATCH Sys- 
tem, the cost of geocoding an address is approximately 10¢ on mass 
runs. There should be added to this a cost of $1.50 per address for the 
manual geocoding of the estimated 30 percent rejected addresses. 
There are private computer firms that provide a comparable service. 

Experience of users with computer geocoding programs differs 
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widely. The First Federal Savings and Loan Association of Chicago 
reports the following encounter with census tract geocoding. 


We should like to address our comments to some of the 
problems and costs involved in classifying our customers’ 
accounts by census tracts .. . which we attempted to do over 
a two year period to provide greater depth of information 
for our marketing programs. We believe we are one of the 
few institutions to decd this approach and, to our know!l- 
edge, are the only savings and loan in this area to attempt it. 

In our letter to Senator Proxmire, dated May 21, 1975, 
copies ui which were sent to all members of the Committee, 
we made reference to our extensive experience with matching 
programs. We can attest to the fact that they are not accurate, 
that they are not complete, that they are not immediately 
useful, and that they are not inexpensive. We asked Peat, 
Marwick, Mitchell & Co. (PMM&Co.) to evaluate the effec- 
tiveness and likely expense involved in using a software pack- 
age produced by the Federal government to match addresses 
with census tracts. PMM&Co. concluded that the “use of the 
ADMATCH program would likely prove: time consuming, 
extremely expensive, and highly unpredictable regarding 
results.” 

Within the Chicago SMSA, there are 1,398 census tracts 
and 305 zip codes. There are many reasons why the matching 
programs are not immediately useful. Some examples from 
our immediate experience may assist your understanding the 
complexity of the matching problem and the reasons why 
there are presently no simple or inexpensive resolutions. We 
have discovered errors in the program. Whenever the Postal 
Service changes the boundaries of a zip code, the matching 
program is no longer operable. We have discovered that the 
programs are often not complete, although they may hevo 
been accurate and complete when they were developed in the 
1960s. Since then, the Postal Service has sometimes required 
the use of diffierent address styles, which makes the program 
inoperative, or street names have changed, or new sub-divi- 
sions have been added. There are examples of parts of villages 
which were excluded from the matching program. 

Unless address files and therefore addresses are recorded 
exactly as specified in the program, therr. will not be a satis- 
factory matching, even though the use of an address will be 
perfectly adequate in terms of having mail delivered. We 
have encountered difficulties when a residence was such that 
the zip code and the census tract were in different geographic 
communities. These are a few of the real difficulties that we 
have had to face in our efforts to match zip codes and census 
tracts. 

In our initial attempts, only 57 percent of the addresses 
were easily and accurately convertible to census tracts. We 
believe that a failure rate of 48 percent is clearly too high. As 
a result of further work and expense, we were able to achieve 
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a success rate of 82 percent, but there was still an uneven 
matching rate, with 84 percent in Cook County and only 55 
percent in DuPage County. Further efforts were undertaken 
and the match rate was increased to approximately 93 per- 
cent of the processable records. 

We estimate that consulting, research and development, 
programming computer time, and clerical and administra- 
tive costs involved in converting our address file to census 
tracts approximate $50,000; and that it will cost approxi- 
mately $20,000 per year to maintain, to generate and to re- 
port the date contemplated. We therefore estimate that it 
would cost First Federal Savings of Chicago almost $2 per 
mortgage to establish a reasonably accurate system, and about 
$.70 per mortgage to maintain and to generate these data 
annually. 

We have real concerns about the expenditure of funds for 
the purposes proposed in this Bill, since First Federal Sav- 
ings of Chicago and all savings associations are in a real earn- 
ings squeeze. We remain unconvinced that “redlining” how- 
ever defined, can be identified as a result of the data which 
may be required under this Bill. 

U.S. League of Savings Associations study 

The Chief Economist of the U.S. League of Savings Associations 
reported to our staff that the major problems involved in complying 
with S. 1281 are of three types: (1) mortgage lenders do not have the 
internal systems needed for coding mortgage loans by census tract; 
(2) the Census Bureau’s system of developing census tracts is incom- 
plete and has been altered many times during the last several years; 
and, (3) the availability of computer service assistance and other 
materials needed to comply with the law are extremely limited and 
in some cases non-existent. 

According to the League, one of the basic problems with complying 
with the law is the fact that few, if any, savings and loan associations 
already have computerized or manual systems for coding their loans 
by census tract. Most savings and loan associations, for example, can 
obtain a manual or computerized form from their service bureau list- 
ing the names and addresses of their mortgage loan customers, Un- 
fortunately, no institutions known to the League have census tracts 
coded on this address information. An equally disturbing problem 
is the fact that many institutions do not even have zip codes appro- 
priately placed on their mortgage loan customer files, This has oc- 
curred for several reasons: 

First, many mortgage loans were made prior to the time when 
the post office department required zip codes. Thus, many of tl.2se 
zip codes are missing. 

Second, missing zip codes or even inappropriate zip codes con- 
tinue to be found and are uncorrected by financial institutions 
largely because mail is delivered promptly anyway. This is true 
because most mail sent by financial institutions is sent first class 
2 their local area. Thus, there is little incentive to correct these 
files. 
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Even if these were not problems, associations would still have to 
develop a new file which merges the mortgage loan ledger balances with 
the customer address information. Many computer services companies 
indicate that address and ledger information are located on different 
computer files requiring a complex merging routine to develop a new 
file which has both address and account balances en it. 

In any case, the presumed simple job of compiling a list of mortgage 

loan customer addresses and account balances is, in fact, a difficult one 
for many institutions. It is particularly difficult for those smaller 
institutions that are not serviced by computer companies and are. 
therefore, forced to use clerical processing to develop their address and 
account balance listings. 
_ An even more complex problem confront.n.: in institution attempt- 
ing to comply with S. 1281 is the simple fact that the census tract 
system has been altered substantially over the years. The following is 
a short list of the problems confronting an institution attempting tc 
code their mortgage loans with appropriate census tracts: 

One of the first problems confronting an institution is the fact 
that census tracts have been altered during the years as popula- 
tion growth has increased and as the Bureau of the Census has 
redesigned its tract system. One such problem is the fact that 
census tract numbers have been changed from one census to an- 
other. A review of the 1970 Census shows that 100% of the census 
tract numbers for the Chicago SMSA have been revised. A number 
of census tracts are not comparable because boundaries have been 
changed due to population growth and other reasons. Again. a 
review of Chicago’s Tract boundaries discloses that nearly 25°¢ 
of all the 1970 census tracts had their boundaries changed since 
the 1960 Census. 

Another problem confronting particularly the small institutions 
is obtaining census tracts maps. A cursory analysis done in Chi- 
cago by a member of the staff of the League discloses that no 
census tract maps were available at the present time. These maps 
tend to be produced by private vendors such as Rand McNally. 
Because these maps are not available at all, these sm2ll institutions 
in Chicago would be forced to go to one of only four locations: 
such as the Chicago Public Librsry or the Northern Illinois 
Planning Association to obtain them. The fact that these maps 
are difficult to obtain and completely unavailable in some SMSAs 
makes it virtually impossible for the small institution to success- 
fully code their loans using census tract maps. The only alterna- 
tive that the League has been able to find is for these institutions 
to obtain a printed copy of the Bureau of the Census Address 
Coding Guide (AOG). These address coding guides are currently 
available from the Census in the form of 270 computer tapes. 
Unfortunately, the Census Bureau does not produce printed cope 
of their ACG tapes. Thus, an institution would be forced to again 
find an outside comprter vendor who would convert these tapes to 
printed copy form. Even with a printed copy ACG, a complex 
manual clerical search would be necessary for the institution to 
relate census tracts to specific addresses. This is a time consuming 
expensive job. 
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In addition, the Census did not successfuJly complete its job 
of matching each address with their appropriate census tract. 
The League advises us that because of limited funds or the ab- 
sence of contractors to vis: ‘y match addresses with census 
tracts, that large areas of sole cities, particularly slum areas, 
have never been census tracted at all. Thus, there exists a problem 
that a number of mortgage loans, even where addresses are avail- 
able, will not be able to be matched to their appropriate census 
tract. 

Finally, there is limited computer service help or materials 
available. One of the major problems in using Census material 
is the fact that because of the changes the Bureau of the Census 
has made in their census tract procedures, the gone in the data, 
and the complexity of the Census’ ACG system, there are very few 
specialized computer service companies who know how to use 
census tract information. In addition to this is the fact that 
census tract maps are not available or are in limited distribution 
in virtually all of the SMSAs. As indicated above, maps are 
currently not available in the Chicago SMSA which is the third 
largest in the nation. The difficulty in obtaining census tract 
maps in some of the smaller SMSAs may border on impossible. 


American Bankers Association study 


At the request of our staff, the American Bankers Association pro- 
vided the Committee with the following report on the estimated 
cost. of the compliance to their members affected by S. 1281. The unit 
costs for determining the overall cost of allocating commercial bank 
held mortgages to census tracts were based on charges currently 
made by the Census Bureau for such work. The study indicates tht 
costs would be lowered by two-thirds, if the bill were to cover only 
mortgage loans made in the last two fiscal years of affected banks. 
Moreover, the potential costs would be greatly reduced if coverage 
were limited to some minimum number of Standard Metropolitan 
Statistical Areas, or if the costs of converting data to Census Tract 
numbers were borne by the Bureau of the Census. All costs would be 
aay reduced if the daca were required by zip code rather than 

ensus Tract. : 


TABLE 1.--SUMMARY OF ESTIMATED COSTS FOR BANKS IN SMSA’s OF ALLOCATING 4,250,000, 1 TO 4 FAMILY 
MORTGAGES TO CENSUS TRACTS AND ZIP CODE AREAS! 


By census By zip 
tract code area 


Initial allocation and reporting costs (including preparation, coding and programing): 2 
Assuming tota! portfolio coverage: 
Total cost (millions) 
Number of mortgages (mill:ons) 
Cost per mortg 
os coverage of loans made in last 2 fiscal years: 
Total Cost CMIONS) oo 
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1. 32 1,32 

Cost per mortgage < wie 
Annual maintenance and reporting cost (after initial conversion): 2 

Total cost (millions pe ; \ $41 

Number of mortgages (millions)... -. = e . 66 

€ost per mortgage $.62 


Number of mortgages (millions)... 


1 {nformation to be supplied by each bank to include number and dollar amount of mortgages in os tract or area. 
3 Including cost of distributing information to all branches. — 
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TABLE 2.—DATA UNDERLYING ESTIMATED COST OF REPORTING NUMBER AND DOLLAR AMOUNTS OF 1 TO 4 FAMILY 
‘© MORTGAGES OF BANKS IN SMSAs 


Banks by asset size classes (millions) 


nder 100- 500 and 
10 10-25 25-100 500 — over Totak 


Number of banks: 
691 
657 
Percentage automated ! 14 65 
Banks automated (estimate) 427 
1 to 4 family mortgages: 
Dollar amount (billions) 2 \ $13.40 $12.40 $26.60 
Percentage of total : ‘. 21.7 20.0 43.0 
Number of mortgages (thousands): 
Of banks in SMSAs $922 $850 $1,828 $4, 250. 
26 347 $53 1556 2,554 
575 297 272 1, 696. 


COST COMPUTATIONS 


Total Last 2 Annual 
portfolio years' loans ? maintenance & 


Census tract estimates: : 
1. 70 percent of mortgages in automated banks (thousands)}*_ i 554 277 
2. Remaining mortgages (thousands)* 763 382 


3. Total mortgages (thousands) : 1,317 65> 


Cysts (dollars in thousands): 
$0.10(1) $60 
$1.50x(2) above 1, 231 
(ther costs $0.60 per mortgage? 850 


2,141 


Zip code estimates (dollars in thousands): 
1. Mort; ages in banks under $25,007,009 in assets: 652,000 
xe0. 5 per mortgage $163 
2. Mortgages in $25,000,000 in assets: 
utomated ong cig, punch): 46,000 $0.70... . ll 
Nonautomated: 876,000 $0.75 _ 219 
3. Mortgages in $100,000,000 and over in assets: 
Automated: 2,107,000>< $0.60 421 
Key punch and process: 571,000 $0.70 400 133 
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1 Based on ABA study (1975) of representative sample of 1,700 banks. 

2 Based on FDIC compilation of residential mortgage holdings by asset size classes of banks. 

3 31 percent of the total number of mortgages and 33 percent of the total costs to supply required information. 
4 43 percent of the costs to supply information a last 2 fiscal years" loans. 

’ Based on Census Bureau experience on automated address matching to census tracts. 

* 30 percent of mortgages in automated SMSA banks plus total mortgages in non-automated SMSA banks. 

T Cost of collating, sorting, aggregating and listing number and desler amounts of mortgages. 


The foregoing studies leave unresolved questions concerning the 
feasibility and utility of census tract reporting. The Bureau of the 
Census’ tract system is incomplete. This system was not developed for 
the type of reporting contemplated in S. 1281, but as a facility for tak- 
ing the census. Attempts to use the census for other purposes are 
fraught with the problems of high costs, inconsistent or poor results, 
large gaps in the data, and large investments in the use of the system. 

Weare concerned that if this bill goes forward in its present form, it 
will prove costly to the future homebuyer. The thrift institutions in 
this country are in an earnings squeeze and they will have to pass the 
costs on to the consumer who can ill-afford additional inflationary 
increases. 
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CONCLUSIONS 


Decay of the inner city residential areas is one of the most serious 

roblems facing our nation. Although mortgage underwriting and dis- 
investment are a major influence in neighborhood decline, they are onl 
one aspect of the more generalized problem of urban decay. The atti- 
tude of problem tenants and slum landlords, usury laws which inhibit 
igh risk loans, restrictive housing codes which prevent the modest 
rehabilitation which might be sufficient in many cases, and aspects of 
governmental! policy are all elements of abandonment which should be 
considered and weighed. The totally inadequate hearings conducted by 
the Committee have not met tne burden of establishing that S. 1281 
offers a viable solution. Our fear is that it e>ld create more problems 
than it will solve. 

The statistical daca provided under the bill could be misconstrued 
and utilized to jeopardize the solvency of financial institutions and the 
safety of deposits. It is a step away from the free market allocation of 
credit which has so well served the American home owner and toward 
mandatory credit allocation by the government. Finally, there simply 
was insufficient data on the social and econom:!~ ~>sts of the logislation. 
The many small banks and thrift institutions which do not utilize com- 
puters would be loaded with an unnecessary burden, Our primary con- 
cern is for the consumer—-particularly the homebuyer—who will ulti- 
mately bear the cost of this scheme. 

Recognizing that valid questions are raised concerning the role of 
financial institutions in inner city decline and development, it is our 
view that more study should be given to the problem before embarking 
on ill-considered, costly, permanent legislation. Such a study could be 
conducted by the Committee or by the government agencies having 
expertise in the area. This could involve demonstration projects in the 
urban areas where the problem has been clearly identified, and it would 
identify the numerous factors involved in inner-city residential lend- 
ing patterns and practices so that Congress and the public will be vet- 
ter informed regarding the decision-making process of mortgage 
lenders and the role played by mortgage lending in inner city decay. 
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NINETY-FOURTH CONGRESS 


WASHINGTON, D.C. 20515 


August 6, 1975 


Honorable Arthur F. Burns 

Chairman 

Board of Governors of the 
Federal Reserve System 

Washington, D. C. 20551 


Dear Mr. Chairman: 


I would like to express my appreciation and that of the 
subcommittee for Governor Holland's informative testimony and 
responses to questions on July 16. 


A copy of the transcript containing his remarks before the 
subcommittee has been furnished you under separate cover, some 
time ago, and I have been assured by your staff that the cor- 
rected transcript will be returned to us no later than Friday, 
August 8. Additionally, we would appreciate receiving your 
responses to the questions which follow by August 18. 


Since we did not have sufficient time to fully pursue 
all the areas of Governor Holland's statement on July 16, 
we are taking the opportunity to submit additional questions, 
the response to which will be of assistance to the subcommittee 
in its continuing legislative work in the area of bank regu- 
lation and the FINE Study in its review of the nation's economic 
structure. In addition, we would appreciate your furnishing 
the specific information referred to in the record which is 
noted below. 


H.R. 8024 


2s). The information referred to on the bottom of page 583 
will be essential to the ongoing FINE Study. We would appre- 
ciate this being furnished to us as soon as possible. 
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2. Please furnish the subcommittee with the sample questions 


referred to on the top of page 589. 


3. We would appreciate receiving definitive estimates of the 
costs that would be attributable to the breakdown of mortgage 
data by census tract. As you know, Mr. Barabba, Director of 
the Census Bureau has been in touch with the subcommittee 
regarding Title III of H.R. 8024. As you can see from the 
enclosed letter to Mr. Barabba, he will be getting together 
with you and the other regulatory agencies to discuss this 
matter. 


4. Please clarify the extent to which the recent bank fail- 
ures have been the result of the institution's investment of 
mortgage funds in disinvested neighborhoods. We are especially 
interested in how investment in inner city areas contributed to 
the recent failure of the $60 million bank referred to on page 
607. 


5. Was the Federal Reserve Board or any of the members there- 

\ of consulted formally or informally by the Comptroller of the 
Currency prior to his interpretive ruling of December 24, 1574, 
relating to customer-bank communication terminals? If so, what 
specific advice was given? 


6. The recent U. S. District Court ruling in the case of 
Independent Bznkers Association of America v. Comptroller of 

the Currency, which permanently enjoined the Comptroller from 
proceeding Mrthar with his interpretive CBCT ruling of Decem- 
ber 24, 1974, and which is now being appealed, places commercial 
banks at an apparent disadvantage to the thrift institutions 

in the development of EFT systems. 


In light of this recent decision and the lengthy appeal 
process which precedes a final decision being rendered, do 
you now see increased justification for the across the board mo- 
ratorium contained in Title II, Section 202 of H.R. 8024? 


Bank Secrecy-Individual Privacy 


i. Please elaborate on the instances when officers and directors 
should have access to information contained in customers’ bank 
records outside of the ordinary course of business. 
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8. Please submit examples of situations in which the Federal 
Reserve Board makes available to the Department of Justice in- 
formation from customers' accounts which is not available pur- 
suant to the Bank Secrecy Act of 1970. 


Franklin 


Since the case of the Franklin National Bank represents 
an example of the failure of a major bank and raised many com- 
plex issues involving the roles of the bank regulatory agencies, 
the subcommittee is interested in the Fed's views on the prob- 
lems raised in this matter. 


9. Since the Franklin New York Corporation, the holding com- 
pany of the Franklin National Bank was subject to the SEC's 
rules and regulations, the subcommittee is interested in know- 
ing the extent of communication between the Fed and the SEC 
from May to October, 1974. 


10. To what extent do you think it is appropriate to open up 
the discount window to a failing bank? 


ll. What do you consider a reasonable use of the discount 
window? 


i2. What factors are considered by the Fed in determining 
whether to extend use of the discount window over a long period 
of time to any bank? -- to a failing bank? (A bank which the 
Fed knows or should know is in a precarious state.) 


13. Because of the differential between the discount window 
rate and prime rate -- the failing bank which has access to 
the discount window has a great competitive advantage over the 
ordinary bank who must go into the commercial market to borrow 
money at a higher rate. How do you see the Fed's role in per- 
petuating this advantage? Is it within the objectives of the 
Fed? 


14. In the cases of Lockheed and Penn Central, it was Congress 
who made the final decision to subsidize these failing com- 
panies -~ Don't you think it would be appropriate after the 

Fed determined that a large amount of money is needed over a 
long period of time as in Franklin, to consult with Congress 
before substantially subsidizing through the availability of 

the discount window (a bank which is about to fail)? 
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15. When the discount window is made available to a bank 

over a period of time, wouldn't it be appropriate to make such 
bank subject to guidance from the Fed itself, or the appropriate 
regulatory agency in consultation with the Fed? 


16. Professor Kaufman in his panel prepared for the Senate 
Banking Committee entitled, “Preventing Bank Failures", makes 
the point in the case of Franklin where the salvaging effort 
was unsuccessful that the subsidy provided by the discount 
window accrues to the depositors and other creditors who were 
able to withdraw their uninsured funds before the date of 
insolvency. In light of this statement, do you feel that the 
discount window and the borrowing rate involved need a re- 
examination? 


17. Notes taken on Franklin's examination reports indicate 
that among its classified loans were loans to 12 banks -- 

8 domestic and 4 foreign -- together with notations by the 
examiner of the fact that $53.5 million of loans to 13 additional 
foreign banks were not supported by adequate credit information. 
In international markets there is, of course, a very high volume 
of borrowing from and lending to other banks. Over half of the 
business of foreign branches of U.S. banks is with other banks 
-- both U.S. and foreign. So the need for adequate informa- 
tion is great. On the other hand, these other banks are com- 
petitors and are necessarily reluctant to provide information. 
How can this dilemma be resolved, and, given the present volume 
of interbank activity and the losses on letters of credit in 

the case of U.S. National and foreign exchange in Herstatt, 
don't you agree that some resolution that will provide better 
information is desirable? 


18. In your February 1975 reply to questions on Franklin asked 
by Chairman Reuss, you state that one of Franklin's problems was 
that it relied heavily on the interbank market as a source of 
funds and he notes that Federal funds obtaine< in the domestic 
interbank market are far more volatile than deposits. Informa- 
tion which you supplied indicates that almost all of the liabili- 
ties of Franklin's London branch were obtained from other banks 
and that the largest single outflow of funds was in foreign 
branch time deposits, which declined by $667 million. But the 
loan portfolio of the London branch -- some $550 million of 
foreign loans with an average Maturity of 5 1/2 years -- could 
not be liquidated and was pledged as collateral for advances 
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from the Fed. Doesn't this indicate that the old saw that says 
banks should not borrow short and lend long is still valid? 


19. Interbank loans are not subject to legal limits on loans 

to one borrower. They constitute deposits with the borrowing 
bank which are not subject to reserve requirements and have a 
real cost advantage as a source of funds. But there are risks 

to the borrower such as Franklin who can see funds Gisappear 
overnight without an alternative source of replacement other than 
the Fed. And there are risks to the lender also, as the Franklin 
case makes clear. Isn't it true that foreign branches of U. S. 
banks borrow over half their funds from other banks and lend 

just under half to other banks? Do you view this pattern as 
adding risk to normal banking operations? 


20. When you argue that allowing Franklin to close would have 
precipitated other bank failures, isn't this talking about the 
fact that so large a portion of Franklin's creditors were other 
banks and that their deposits with Franklin were not insured 

and their loans not collateralized? There were the almost $1 
billion of deposits in the London branch about half of which 

were deposits of other U. S. banks. There were the approximately 
$750 million of Federal funds borrowed from domestic banks and 
there were the $3.8 billion of foreign exchange contracts with 
other banks reported in the SEC prospectus in March 1974. So, 
Franklin owed other U. S. and foreign banks about $5 1/2 billion -- 
more, perhaps than could have been absorbed as losses without 
causing failures in other institutions. This raises a number of 
questions: 


A. How did such an incredible degree of interbank involve- 
ment come about in such a short time? 


B. Given the size of both the domestic and international 
interbank markets and the fact that they are essentially 
unregulated markets -- not subject to legal lending 
limits, to reserve requirements, to interest rate limi- 
tations -- why have banking regulators made no attempt 

to regulate these markets? 


C. Since a volume of foreign exchange contracts in 
excess of $4 billion is not unusual for a major inter- 
national bank, wouldn't the failure of any one of these 
institutions, 0. S. or foreign, threaten to bring down 
ot.ner banks? Can a major international bank which is 


Honorable Arthur F. Burns 
Page 6 
August 6, 1975 


deeply involved in the interbank and foreign exchange 
markets be permitted to fail? And if the possibility 
of failure as a check on bad management, inefficiency 
and corruption is removed, what do we have to put in 
its place to insure a sound banking system? 


21. Recently the Comptroller has issued regulations regarding 
standby letters of credit. I would like to note that standby 
letters of credit are only a fraction of the contingent liabili- 
ties of the larger, international banks. The volume of foreign 
exchange contracts at Franklin was nearly $4 billion and at 
least $300 million of these contracts were with ene Sindona- 
related bank, Banca Unione. Also, there is the fact that this 
is an area in which banks can lose money more quickly than in 
any other area. Shouldn't foreign exchange operations be 
subject to the same regulatory tightening -- that is, be covered 
as to legal limits on loans to one borrower and subject to the 
same requirement for disclosure -- be published quarterly as 
part of the regular report of condition and in the annual report 
to stockholders? 


22. In November, 1974, Chairman Wille reported to the Congress 
on Franklin, and discussed the problems related to the assumption 
of Franklin's foreign exchange contracts. He agreed with the 

Fed that it was imperative for stability in the foreign exchange 
markets in Franklin National Bank's unexecuted foreign exchange 
contracts to be honored. Since the iDIC could not assume respon- 
sibility for honoring those contracts, the responsibility is 

left to the Fed which then began to execute the contracts in 
September. Although the Fed requested and received the deposits 
of the Franklin to cover any losses, it was fortunate in being 
able to make such an arrangement before the bank went into re- 
ceivership. Despite the deposit, the clear implication is that 
the insurance funds absorption of foreign funds losses for an 
insured bank it is all right for the taxpayer to absorb losses 
through the Fed. I would appreciate your comments on this, be- 
cause it seems very likely that should another large bank go 

into receivership, the question of how to deal with the foreign 
exchange contracts will come up again. 


23. Once a regulator becomes aware of the fact that a bank is 
in a tenuous financial situation -- through bad reports from 
bank examiners, is a special formula applied in valuing that 
bank's assets since the rate at maturity of certain assets 
most likely would not be realized by that bank if the situation 
continues to decline? 
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24. Has the Fed and/or the other bank regulatory agencies 
established a series of early warning stages that a declining 
bank goes through, at which time certain restrictions are 
piaced upon the bank's activities at each of these stages? 


25. As you indicated in your testimony, please supply the 
subcommittee with a breakdown of those banks which appear on 
your problem bank list which have experienced managerial prob- 
lems -- through either over-domineering or incompetent manage~ 
ment. 


26, Once the Federal Reserve Board receives examination reports 
from the Comptroller's office on member banks, does the Fed in- 
dependently evaluate these reports? If this is not done ona 
regular basis,is it done before the Fed makes the discount 
window available to a bank over a long period of time -- for 


longer than 30 days? 


27. Did the Fed make the membership in the Federal Reserve 
System a condition to the sale of Franklin to the European Ameri- 
can Bank and Trust Company? 


28. Since foreign banks are not subject to the same restrictions 
placed on domestic banks -- with regard to reserve requirements, 
interstate activities and investment banking interests, what 
consideration in accepting the European-American Bank's bid 

for Franklin was given by the Fed to the possibie competitive 
advantages the foreign parent banks of European-American were 
granted by such a transaction? 


29. Please describe the type of information contained in 
examination reports on foreign branches of domestically-based 
banks and the timelines of its transmission to the Fed's Wash- 
ington office. 


30. Please provide us with a list of the CD holders of Franklin 
and the rate at which these CD's were cashed in prior to October 
8, 1974. This list should specifically identify any holders 
that were Sindona-related. 


31. Please provide the subcommittee with the worksheets which 
the Fed used in evaluating the collateral pledged by Franklin 
to obtain funds from the discount window. 
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32. Please provide us with a discussion of those decisions 
referred to on pages 666 and 667 which would assist smaller 
banks in international banking. 


a3. The downfall of Franklin National Bank provides a unique 
Opportunity to view the anatomy of the banking system without 
doing damage to the living body. One area of concern on which 
Franklin provides enlightenment is the nature of financial and 
managerial relationships between banks and their holding com- 
panies. Because Franklin was a national bank and the National 
Bank Act stipulates that only U.S. citizens may be directors 

of such a bank, Mr. Sindona was a director of the holding com- 
many. Nevertheless, there was every indication that he directly 
influenced the management and policies of the bank. 


A. Would you say this is a special circumstance or is 
there frequently an overlapping of policy-making as 
between the holding company and the bank in other in- 
stances? Does this afford sufficient protection for 
the bank? 


B. The principal asset of Franklin's holling company 
was the bank. The holding company was dependent on the 
bank for income to meet dividends and expenses. Fail- 
ures to meet dividends and expenses could -- and did -- 
precipitate a loss of confidence and a run on the bank. 
As governor Mitchell recently observed, there is no 

such thing as separability as between a holding company 
and its bank. In Franklin's case, the holding company 
had expenses including debt such as the $30 million loan 
from Manufacturers Hanover -- which would have strained 
the bank's resources had they been obligations of the 
bank. There appear to be other holding companies which 
have had similar problems (i.e., North Carolina National 
Bank) and a few very large holding companies (Citicorp, 
Chase) which have borrowed heavily both in the commercial 
paper and capital markets. Other holding companies like 
Franklin, have borrowed heavily from other banks. 


1. Since holding companies are primarily dependent 

on their banks, under the present bank holding company 
structure, shouldn't regulators be concerned with the 
impact of holding company financing on the bank? 
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Shouldn't there be guidelines concerning the level 
of debt incurred by the holding company in relation 
to overall earning assets? 


2. In most cases the debt of holding companies is 
unsecured. As noted, the principal asset of the hold- 
ing company is the bank and in some cases, the bank's 
stock has been pledged as collateral for loans. 
Doesn't this raise questions as to the appropriateness 
of holding company borrowing altogether? Wouldn't 

it be more appropriate to require that the holding 
company raise funds through equity offerings? 


3. The $30 million loan by Manufacturers Hanover 

to Franklin's holding company was unsecured and may 
have been a factor in that bank's willingness to bid 
for Franklin. Given the anti-trust implications of 
such loans both in this case and in the case of the 
eight small banks on the list of classified loans 

in Franklin's examination reports, shouldn't loans 
by other banks be curtailed or prohibited altogether? 


34. We would appreciate receiving a memorandum on the rationale 
behind placing foreign banks under the provisions of the Bank 
Holding Company Act. This memorandum should also contain a 
discussion of the type of restrictions which would be placed 

on foreign bank activities in the United States. 


Bank Protection 


Time did not allow us to pursue the area of bank protection. 

However, since recent statistics show that crimes against banks 
ehave reached a record high this year with 4,252 robberies, 

454 burglaries and 309 larcenies, the subcommittee feels that 

some attention must be given to need for additional security 

measures. Your responses to the following questions will be 

helpful in determining what type of action should be taken 

in this area. 


39. What are the total number of institutions and branch of- 
fices supervised by your agency? 


36. How many of these institutions/branch offices have the 
following: 


A. A designated security officer required by the 
regulations promulgated pursuant to the Bank Protection 
Act of 1968 ("BPA") 
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B. Burglar alarms; robbery alarms 
Cc. Surveillance cameras 

D. Surveillance television monitors 
E. Bait money 


ale How do you know the above facts; are they estimates, 

or have you conducted a recent survey? How often do you con- 
duct such surveys? Please provide copies of such survey sum- 
maries from 1969 to date. 


38. What specialized training do you give to your examiners 
regarding the technical requirements of the BPA regulations 
such as the technical requirements for alarms; and the types 

of cameras which may be too noisy under the BPA regulations 
which require that cameras be “reasonably silent in operations?” 
(1) (B) Appendix A; amended November 1, 1973. 


39. How do you instruct your examiners regarding the “reason- 
ably silent" standard? Please furnish copies of all examiner's 
training materials on bank security. 


40. When a bank is robbed and security deficiencies are 

called to your attention by the FBI and the Department of Justice 
do you wait until the next routine examination of the bank to 
correct security deficiencies (which may take a year or more) or 
do you immediately provide an examination of that institution 


to correct such security deficiencies? Please provide copies 
of all internal guidelines for such procedures. 


41. The Bank Protection Act of 1968 provides for civil 
penalties of up to $100 per day for violation of the regulations 
promulgated under the Act. How many cases have you referred 

to the Departm .t of Justice under the provision? Has the De- 
partment of Justice ever called to your attention instances in 
which violations of the Act may have occurred and urged you to 
review the facts of the case with an eye toward invoking the 
civil penalty provisions of the Act? What has been your response 
in such cases? 


42. 
the BPA reg 
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for employee training, alarm maintenance and camera mainten- 
ance. What are your thoughts on these proposals? 


43. Currently the BPA Regulations provide for "training and 
periodic retraining" of employees in bank security. There is 
no minimum standard for such training, however, i.e., one hour 
of training each five years would suffice. What clearcut 
minimum standards would you recommend be inserted in the BPA 
regulations for training and retraining of employees in bank 
security? 


44, How many of your financial institutions train their em- 
ployees in bank security at least one hour, five hours, or 
ten hours per year? Please provide copies of all relevant 
Survey data. 


45. Current BPA regulations provide that a schedule be 
maintained in each bank for the inspection, servicing and 
testing of all security devices, Sec. 216.4(b)(1). This 
language primarily refers to cameras and alarms. Under this 
broad language, however, there is no minimum standard for 
compliance, i.e., inspection once each 10 years could suf- 
fice. Certainly some leeway needs to be made for the various 
maintenance requirements of cameras and alarm equipment. How- 
ever, is there any reason why the regulations should not provide 
for testing of these devices at least once per month or more 
often as specified in the manufacturer's individual maintenance 
requirements? 


46. We note from recent FBI statistics during the first half 
of FY '75 that 72 victim institutions had no alarms and 602 
institutions had no cameras; in 543 cases alarms were not 
activated; 54 cases in which alarms did not work when activated; 
in 478 cases cameras were not activated; and 94 cameras acti- 
vated did not function properly. What new steps are you taking 
to prever'. such occurrences in the future? 


47. We understand that some financial institutions may be 
instructing their employees not to activate their alarms or 
cameras under any circumstances until the robbers have left 

the premises. This, of course, may prevent law enforcement 
officers from apprehending the robbers. Can you tell us if 
this is currently happening? In how many cases? We understand 
that one reason for so instructing employees is fear of a shoot 
out in the bank if police arrive. What steps are you taking 


Honorable Arthur F. Burns 
Page 12 
August 6, 1975 


to insure that banks discuss police arrival steps with local 
law enforcement authorities to prevent the possibility of 

such occurrences? What are you doing to insure that insti- 
tutions adhere to the BPA regulations which require that 
security devices be activated if it appears "that such activa- 
tion can be accomplished safely?" Appendix B(2). 


48. Is there any reason why the BPA regulations should not 
be amended to make it mandatory for all financial institutions 
to have both a burglary and robbery alarm? 


49. What would your reaction be to amending the Bank Pro- 
tection Act to provide that any financial institution robbed 
twice in any calendar year must install surveillance cameras 
or other equivalent surveillance equipment? 


50. The Congress has found a direct link between bank se- 
curity and the robbery rate. When you learned that the bank 
robbery rate recently rose to an all time high, what specific 
steps did you take to combat such a rise by increasing emphasis 
on bank security procedures? : 


Again I wish to express my appreciation for your assistance 
in this metter. 


Sincerely, 


Fernand J. St Germain 
Chairman 
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CHAIRMAN OF THE BOARD OF GOVERNORS MAR 4 e 1975 
FEOERAL RESERVE SYSTEM 
WASHINGTON, 0.C. 2055! 


March 10, 1975 


The Honorable Fernand J. St Germain 

Chairman 

Subcommittee on Financial Institutions 
Supervision, Regulation and Insurance 

Committee on Banking, Currency and 
Housing 

House of Representatives 

Washington, D. C. 20515 


Dear Mr. Chairman: 


Thank you for the opportunity to comment on H.R. 1619, a bill 
to impose a moratorium on the offsite deployment by financial institu- 
tions of automated teller machines and related funds transfer devices. 


The Board believes that the deployment of offsite facilities, 
whether automatic teller machines or POS terminals, offers the potential 
for significant benefits to the public in the form of increased and more 
convenient services. It is recognized, however, that certain legal and 
policy issues are raised by such deploy ent. 


The Board believes the establishment of offsite automated 
teller machines at places of employment, retail establishments, or at 
other locations convenient to a bank's customers should be permitted 
on a trial basis wherever States have not expressly prohibited their 
usage by statutory or regulatory action. Such devices might even be 
established across State lines. These machines involve no other parties 
than the bank and its depositors and provide an extension of banking 
services to existing customers. 


It may be useful to require some periodic reporting of off- 
site facilities and their usage. In providing such information, however, 
some Federal standard might be adopted to protect the privacy of the 
individual. 


POS systems involve the legal and policy issues which, in part, 
gave rise to the creation of the National Commission on Electronic Fund 
Transfers. The Commission will examine the potential benefits of this 
new technology and, if determined necessary, propose legislation regard- 
ing its employment. 
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With respect to POS systems, some experimentation appears to 
be desirable during the Commissior's existence and, hence, the Board 
would not object to legislation that would permit experimentation to 
continue but, at the same time, would limit the potential for expansion 
of a permanent nature. Institutions involved in the deployment of such 
systems during the Commission's existence might not be "grandfathered" 
so that Congress could require action taken by financial institutions 
to be modified at a later date. 


We hope these suggestions are helpful. We would be pleased 
to make our staff available to provide any further assistance that may 
be required. 


Sincerely yours, 


Arthur F. Burns 


CHAIRMAN OF THE BOARD OF GOVERNORS 
FEDERAL RESERVE SYSTEM 
WASHINGTON, D.C. 2055! 


September 8, 1975 


The Honorable Fernand J. St Germain 

Chairman 

Subcommittee on Financial Institutions 
Supervision, Regulation and Insurance 

Committee on Banking, Currency and Housing 

House of Representatives 

Washington, D. C. 20515 


Dear Mr, Chairman: 


I am pleased to respond to your letter of August 6, 1975, 
concerning matters relating to Governor Holland's tescimony on July 16 
before your Subcommittee. Specifically, your letter contained a series 
of questions pertaining to the provisions of H. R. 8024, to bank secrecy 
and individual privacy, to the Franklin National Bank case, and to bank 
protection. 


Responses to all but two of the fifty questions are enclosed. 
In accordance with conversations between our respective staffs, we will 
furnish answers to questions 20 and 29 as part of our forthcoming re- 
sponse to your letter of August 13 concerning the FINE Study. 


In the course of Governor Holland's testimony, a question 


was raised as to the position of the Justice Department on H. R. 4008, 
the Board's proposed amendments to the Bank Holding Company Act to deal 
with failing bank situations. The position of the Department was set 
forth in a statement on July 28 by Mr. Joe Sims, Acting Deputy Assistant . 
Attorney General, Antitrust Division, when he testified on the companion 
measure before Senator MciIntyre's Subcommittee. A copy of Mr. Sims' 
statement is enclosed. 


Governor Holland has brought to the attention of the Board 
your interest in the possibility of having bank depositors share in 
the profits expected from the implementation of EFTS by receiving 
higher interest rates on their deposits. More specifically, you in- 
quired whether the Board would approve an increase in the present 
ceilings on interest rates established under Regulation Q should such 
profits occur. 


The research on the economics of EFTS, of which the Board is 
aware, projects reductions in the costs of making funds transfers when 
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an electronic payments mechanism becomes fully operational. As such 
cost reductions occur, competition is likely to determine the distri- 
bution and application of the savings. These could be converted into 
increasec customer benefits in the form of greater and more convenient 
services, a reduction in the cost of loans, increases in interest rates 
paid to depositors, or some combination of these benefits. 


As the cost savings to financial institutions flowing from 
an improved payments mechanism appear, the Board might be in a position 
to raise the interest rate ceilings (provided that such ceilings are 
still required by statute), unless the cost reductions had already 
been passed on to depositors in the form of services or to borrowers 
in the form of lower rates. 


I hope the enclosed information proves helpful to you. 
Please let me know if I can be of further assistance. 


Sincerely yours, 


Misr) rw 


Arthur F. Burns 


Enclosures 


Department of Justice 


Testimony of 


JOE SIMS 
Acting Deputy Assistant 
Attorney General 
Antitrust Division 


on S. 890 


Before the 


Subcommittee on Financial Institutions 
Committee on Banking, Housing and Urban Affairs 
‘ Jnited States Senate 


July 28, 1975 
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I appreciate the opportunity to appear before the 
Subcommittee to present the views of the Department of 
Justice on S. 890. This bill would amend the Bank Holding 
Company Act to provide special new procedures for the 
acquisition of failing banks or bank holding companies 
and for the acquisition of banks or bank holding companies 
where an emergency exists which requires expeditious 
action. It weudid also permit bank holding companies, 
in certain limited emergency situations, to acquire banks 
located in states other than those in which the holding 
companies' principal banking ererabione are conducted. 

The two major features of this proposed legislation-- 
emergency procedures and the out-of-state option--are 
closely related. Both are designed to help resolve the 
practical and competitive problems that can develop 


when a bank encounters such serious financial difficulties 


that its acquisition by another strong banking institution 


is the only practical means of avoiding a bank failure 
and the resulting erosion of public confidence in the 
banking system itself. Both deserve the support of this 
Subcommittee and of the Congress. 

‘Procedurally, the goal of this legislation is to add 
new and, we believe, desirable flexibility to the Bank 
Holding Company Act. Under the Act as it now stands, 


there is only one procedure through which bank acquisition 


1846 


transactions can be consummated. This procedure entails 
notice to a bank's primary supervisory authority of its 
pending acquisition, and a thirty day period during which 
that supervisor may make recommendations on the proposed 
acquisition to the Federal Reserve Board. 

It also provides-for a hearing in the event that the 
supervisor disapproves of the acquisition. Finally, it 
imposes a thirty day waiting period after approval before 
consummation of the acquisition is permissible. Thus, 
the only procedure available under the Act involves 
various mandatory delays, regardless of the circumstances 
surrounding the acquisition in question. 

AS a general matter, we believe that this procedure 
is sound. Each of the steps required serves a valid 
purpose, and the delays they cause do not work a hardship 
in the ordinary situation. However, we believe that 
there are situations in which delays are undesirable. 
Additional procedural flexibility should be incorporated 
into the Act to cover such situations. 

Recent events have demonstrated the usefulness of 
procedures which permit a failing bank to be acquired in 
an expeditious manner by a strong banking institution 
in which the public has great confidence. The experience 


with the U.S. National Bank uf San Diego in 1973, and 


6 
the Franklin National Bank of New York in 1974, caused 
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significant public concern. We would defer to the federal 
banking agencies for expert opinion with respect to the 
problems that cculd have resulted had U.S. National or 
Franklin National been closed and not immediately succeeded 
by a strong acquiring bank. However, it seems clear that 
interruption of the financial affairs of bank customers 

and the affected communities was minimized by the rapid 
manner in which the transitions took place. In addition, 
the ability to deal expeditiously with thes» situations 
undoubtedly prevented a possible serious loss of confidence 
in the banking system itself, by assuring that the system 
could and would continue to function, even with the demise 
of particular institutions. This confidence has tradi- 


tionally been recognized as an important factor in maintain- 


ing the liquidity and solvency of banks, even in today's 


Climate of substantial federal deposit insurance. 

The acquisition transactions that helped resolve 
these two serious problems, and have helped to resolve 
a relatively small number of other less serious situations 
inthe past, were structured as transactions subject to 
approval under the Bank Merger Act. Unlike the Bank 
Holding Company Act, this Act already has procedures which 
can be used in emergency situations. Even though our 
antitrust enforcement responsibilities have made us 


generally wary of procedures by which acquisitions are 


quickly consurmated, our experience with such situations 
under the Bank Merger Act indicates that these emergency 
approval powers have not been abused. 

The question thus presented by this legislation is 
whether bank holding company acquisitions should be accorded 
equally expeditious alternative emergency procedures. 

If the acquisition of a seriously troubled bank by a 
strong bank holding company can quickly revitalize the 
bank, and restore the confidence of its depositors, such 
procedures should be available. 

Holding company affiliation with a failing or seriously 
floundering bank, appears to confer two obvious benefits. 
First, infusion of necessary new capital, and the ability 
to balance off temporary, one-time losses, can be provided 
by an institution with sufficient available resources. 
Second, notice to the public that a bank rumored to be in 
serious trouble is now backed by a sound financial in- 
stitution can reestablish confidence in the bank itself, 
heading off further, perhaps irreversible liquidity 
problems. 

For these reasons, we believe that alternative emer- 
gency procedures should be available under the Bank Holding 


Company Act. S. 890 would provide such procedures, virtually 


identical to those already available under the Bank Merger 


Act. Thus, we support this aspect of the bill. 
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The second major feature of S. 890 would amend the 
Bank Holding Company Act to provide what I shall refer 
to as the “out-of-state option.” Under present law, a 
bank holding company may only acquire additional bank 
subsidiaries in the state in which its principal banking 
operations are conducted. The out-of-state option provided 
by this bill would empower the Federal Reserve Board, 
in certain limited circumstances, to approve an acquisition 
of a bank by a bank holding company whose principal banking 
business is in another state. The Board would be empowered 
to approve such an acquisition only if it found that "an 
emergency requiring expeditious action" exists with 
respect to a bank with assets greater than $500,000,000 or 
a bank holding company controlling such a bank, or if it 
found that “immediate action is necessary to prevent the 
probable failure" of such a bank or a bank holding company. 
controlling such a bank. Further, the Board could not 
approve an out-of-state acquisition unless it also found 
that, in weighing the competitive, financial, and other 
factors required by the Act, the public interest would 
best be served if the bank or banks involved in the appli- 


cation were acquired by an out-of-state bank holding 


company. The bill would authorize the acquisition and 


Operation of the bank involved by the acquiring holding 


company notwithstanding state laws, other than those 
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which prohibit multi-bank holding companies. 

With certain grandfathered exceptions, multi-state 
banking at the retail level is currently prohibited by 
restrictions on both banks branching across state lines 
and multi-state bank holding company operations. The 
reasons traditicnally given in support of the restrictions 
upon multi-state banking include the possible development 
of undue economic, social and political power in the 
banking industry, and preservation of state and local 
control of locally-generated resources. On the other 
hand, such legal restrictions deprive local borrowers 
and depositors of the benefits which would be afforded 


by new competition from out-of-state banking organizations. 


Whether these restrictions are desirable or not is a 


highly subjective question on which opinions differ 
considerably. However, consideration of this proposed 
legislation does not require an answer to that question, 
since it would not significantly reduce existing restric- 
tions on multi-state banking. Rather, it would create 
only a very limited exception, and only where such an 
exception would serve the public interest. 

We strongly support the out-of-state option. The 
availability of this option could make the resolution of 
problems similar to those encountered in the U.S. National 


and Franklin National situations, a much easier task. 
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The competitive problems which arose in those contexts 
were serious, and legislation of this nature could be 
extremely helpful if similar problems should arise in 

the future. Those situations not only raised the questions 
of whether and.when an emergency takeover would be re- 
quired, but also the question of what institution should 
be allowed to make the acquisition. Clearly, even where 
the institution to be acquired is ailing, various 
potential acauiring institutions can and do present varied 
competitive issues. Acquisition by a major direct 
competitor is clearly less desirable than by a smaller 

or more distant institution. Tlus, even where acquistion 
of the troubled bank is the only answer, the availability 
of suitable alternative purchasers is very important. 

The present absolute restrictions on multi-state 
banking limit the purchasers of a distressed bank to 
banking institutions located in the same state. Where 
the troubled bank is relatively large, as was the case 
with both U.S. National and Franklin National, the com- 
petitive effects of the restrictions upon multi-state 
banking are the most severe, since only the very large 


institutions located in the same state would, as a practical 


Matter, be capable of acquiring the troubled bank. 


Typically, large banks are located in major cities, and 


in many states have widely dispersed branch networks. 
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Thus, when a troubled bank and its potential acquirers 
are all large banks in the same state, they are very 
likely to compete in the same markets. Merger or acqui- 
sition transactions among them are most likely to eliminate 
existing competition and increase concentration in local 
banking markets. ‘Yet in spite of these competitive 
realities, present law does not permit regulatory authorities 
to approve the acquisition of a distressed bank by an 
out-of-state institution, even though in many cases it 
would be competitively far preferable. 

Thus, passage of legislation along the lines pro- 
posed would be highly desirable from a competitive stand- 


point. Out-of-state acquisitions would be permissible 


in situations where the purchase of a large failing or 


floundering bank by an in-state banking institution would 
be anticompetitive. An alternative procompetitive resolu- 
tion of such situations would thus become possible. An 
exception to the general proscription of multi-state banking 
would be created, but it would be a very limited exception, 
and one which would clearly serve the public interest. 
Accordingly, we urge the Congress to adopt this feature of 
S. 890. 

I would like to point out, however, what we believe 
to be a serious deficiency in the bill as presently 
drafted. Under its terms, an out-of-state acquisition 
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only becomes a possible alternative where the assets of 
the troubled bank exceed $500 million. This appears to 
be an attempt to approximate those situations where the 
large size of a troubled bank substantially lessens the 


number of institutions financially capable of making 


the acquisition and makes the competitive dangers of an 


in-state purchase more serious. It may also be an attempt 
to approximate the size of a bank whose failure, due to 

a lack of available alternative purchasers, may have 
serious repercussions across the nation's entire financial 
community. A $500 million figure might be a reasonable 
criterion in some states. However, it is too large to serve 
any purpose in other states, where a bank of that size 
either does not exist, or is far too large for any other 
bank in the state to acquire, or is so competitively 
significant that its acquisition by any in-state pur- 
chaser would be significantly anticompetitive. Moreover, 
while the $500 million figure may be relevant to dangers 
of national or regional repercussions resulting from the 
failure of a large bank, it is unsatisfactory when one 
considers the dangers of more localized disruptions which 
could result from the failure of a bank which is "large" 
in terms of the state in which it is located, but does 


not possess assets of $500 million. 
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Congress should ensure that the potential benefits 
of this legislation extend to all banking customers and 
all communities, regardless of where they live or in 
which state they are located. Thus, it should consider 
alternatives to the proposed minimum figure. These might 
include a single smaller asset-size criterion, or alterna- 
tive criteria, e.g., a bank could be acquired by an out-of- 
state holding company if the bank were a specified size, 
or if it were one of the largest commercial banks in 
its state, or if it controlled a specified percentage 
of total state commercial bank assets. Of course, before 
an acquisition by an out-of-state holding company could 
be made, the other statutory criteria also would have to 
be met. 

| heer, since the banking structures of the states 
vary considerably, it is unlikely that any specific 
legislative criteria could be developed to cover all 
appropriate situations. Therefore, we believe the most 
desirable solution would be to eliminate any legislative 
absolute minimum asset size and rely instead on general 
standards. These should be sufficient to avoid anti- 


competitive resolution of emergency situations in any 


state, and should set forth in clear terms the intent 


of Congress in this area. In this way, the purposes of 


the legislation can be selectively and expertly applied 


10 


to the widely varying structures of commercial banking 
in the several states. Proper account can be taken of 
concentration, state laws yuverning bank expansion, local 
markets served by the troubled ‘ank and its potential 
acquirers and the nature of the emergency. Congress 
might also consider procedures which would invoive other 
regulatory agencies responsible for the resolution of 
emergency situations in the decision-making process. 

To summarize, we feel that the out-of-state option 
feature of S. 890 is as important and as necessary as 
the emergency procedure features. It is a familiar 
maxim that substantive rules of law work only as well 
as the procedures which implement them. Equally valid is 


the sition that procedures made flexible enough to 


accomplish a particular goal cannot do so if the under- 


lying substantive rules are too rigid. The goal of 
Congress in considering this legislation is, of course, 
to provide for the resolution of the problems presented 
by failing or floundering banks in a manner consistent 
with the public interest, including the preservation of 
competitive banking structures. We believe that S. 890 
is consistent with this goal, and we therefore strongly 


support it. 


DOJ-1975-07 


Ww 


1856 


Question No. =. 


The information referred to on the bottom of page 583 
will be essential to the ongoing FINE Study. We would appreciate 
this being furnished to us as soon as possible. 

Answer. The acccorpanying tables contain data that have 
just become available from the April 30, 1975, Survey of Time and 
Savings Deporits.. This survey, conducted jointly each quarter by 
the Federal Reserve and the Federal Deposit Insurance Corporation, 


is the prive<y source of information on interest rates paid by 


Federally-insured commercial banks for consumer-type time and 


savings deposits. It should be noted that the figures cited represent 


projections from a sample of roughly 2,500 banks ovt of the universe 
of nearly 14,000 insured banks. 

Table 1 presents data on rates paid for savings deposits 
broken down by Federal Reserve districts; similar regional break- 
downs can be generated for other time deposit categories if desired. 
Tabie 2 presents national totals for other consumer-type time 
deposits issued to individuals, partnerships, and corporations. 
Although these data are over 3 months old, they probably are reason- 
ably representative of the current situation. One exception, 
however, is that the proportion 7* savings deposits receiving the 5 
per cent maximum allowable rate is no doubt appreciably higher now, 
because several large West Coast banks recently have raised 


the rate they pay from 4-1/2 per cent to 5 per cent. 


Table 1 


Savings Deposits at Federally Insured Commercial Banks on April 30, 1975, by Federal Reserve District 


Number of Issuing Banks Amount of Deposits in Per Cent 
4.00% 


or 
District 5.00% 4.75% 5.00% 4.75% 4.50% Less 


289 86 
386 73 
246 64 
762 90 
725 82 
1,465 83 
2,179 85 
1,090 81 
1,138 94 
2,015 99 
tL 1,330 99 
12 382 122 35 
All Districts 12,007 1,035 1,005 75 


cy, Less than .05 per cent, 


Note.~-The highest permissible interest rate on savings deposits of Federally insured commercial banks 
is 5.00 per cent, 


1 
2 
3 
4 
a 
6 
7 
8 
9 
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Table 2 


Small Denomination Time Deposits, IPC, Held by Federally Insured 
Commercial Banks on April 30, 1975, by Type of Deposit and 
by Most Common Rate Paid on New Deposits in Each Category 


(* Indicates highest rate payable by Federally insured commercial 
banks on such deposits under prevailing regulations.) 


Amount of 
Number of deposits 
banks, or {in $ millions) 
percentage or percentage 
Group distribution distribution 


Time Deposits in Denominations of Less than 
$100,000: 
Maturities less than 1 year: 
Issuing banks 
Percentage distribution by most common 
rate paid on new deposits: 
Total 
5.00 or less 
5.25 
5.50* 


Maturities of 1 but less than 2-1/2 years: 
Issuing banks 
Percentage distribution by most common 
rate paid on new deposits: 
Total 

5.50 or less 

Wet D 

6.00* 


Maturities of 2-1/2 but less than 4 years: 
Issuing banks 
Percentage distribution by most common 
rete paid on new deposits: 
Total 

6.00 or less 

6.25 

6.50* 


(Continued) 
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Table 2 (Continued) 


Small Denomination Time Deposits, IPC, Held by Federally Insured 
Commercial Banks on April 30, 1975, by Type of Depesit and 
by Most Common Rate Paid on New Deposits in Each Category ~- 


Amount of 
Number of deposits 
banks, or (in $ millions) 
percentage or percentage 
Group distribution distribution 


Maturities of 4 but less than 6 years: 
Issuing banks 11,847 30,019 
Percentage distribution by most common 
rate paid on new deposits: 
Total 
6.50 or less 
6.75 
7.00 
7,25* 


Maturities of 6 years and over--negotiable: 
Issuing banks 
Percentage distribution by most common 
rate paid on new deposits: 
Total 

7.00 or less 

7,25 

7.50% 


Maturities of 6 years and over--nonnegotiable: 
Issuing banks ; 
Percentage distribution by most common 
rate paid on new deposits: 
Total 
7.00 or less 
7.25 
7.50% 


l/ Less than .05 per cent. 


Question No. 2 


Please furnish the subcommittee with the sample questions 
referred to on the top of page 589. 


Answer. In response to questions raised by members of your 
subcommittee during Governor Holland's testimony, the following is a 
brief description of the approach being used by our examiners in the 
area of "redlining" detection, together with a general review of the 
examiners’ findings: 

In connection with the Civil Rights Act of 1968, which 
prohibits discrimination in the financing (for the purpose of purchase, 
construction, improvement, repair, or maintenance) of dwellings oa the 
basis of race, color, religion, national origin, sex, or marital 
status, Federal Reserve examiners use the attached questionnaire during 
each examination of a State member bank. The purpose of the question- 
naire is to determine (1) whether a bank accepts applications from and 
makes loans to minority group members, and (2) whether a bank is refusing 
to grant residential credit in certain sections of its primary service 


areas. 


A review of the 949 questionnaires completed for 1974 
produced the following quantitative observations: 

1. Banks with a weet population of over 30 per cant 
in their primary service area totaled 90, or 9.5 per cent of the 


respondents. 


2. Banks with a 10 to 30 per cent minority population 


in their primary service area numbered 134, or 14.1 per cent of the 


total. ’ 


3. Banks with a 5 to 10 per cent minority population in 
their primary service area totaled 163, or 17.2 per cent of all 
respondents. 

4. Of the 387 banks in areas with 5 or more per cent minority 
members, 78 made no residential loans to minority members and of 


this number 17 banks made no residential loans at all. 


5. The ratios of (1) minority residential loans to total 
residential loans made the previous calendar year and (2) minority 


applications to total applications received the previous calendar year 


were found generally to be slightly lower than the ratio of minority 


population to total population of the primary service area. 

6. The acceptance ratio for minority group applications was 
usually approximately equal to the acceptance ratio for all applica- 
tions, although occasionally the former was higher due to the small 
number of minority applications received. 

The questionnaire also asks the bank whether it refuses to 
grant loans or has very few loans in areas with a high concentration 
of minority group members and whether it refuses to gramt or has very 
few loans to minority group members in any residential areas with no 
or few minority group members. Of the banks located in areas with 
over 5 per cent minority group members, approximately 50 answered 
positively to one or both of these questions. The major reason 
why no loans or few loans were granted in certain areas was an 
‘absence or minimal number of applications. Other reasons occasionally 
given for making few or no loans in certain areas (regardless of 


the applicant) were: 


1. Area is in a state of decline with high crime and 


vandalism rates and often uninsurable houses. 


2. Area has a high percentage of rental units and zoning 


changes are frequent. 


3. Area is an Indian reservation where the land is held in 
trust by the U. S. Government, so that a first mortgage cannot be 
obtained. 

At each examination, the Federal Reserve examiner completes 
this Civil Rights questionnaire, basing the answers on available data, 
discussion with bank management, and his own observaticns. It is the 
responsibility of the examiner to investigate any answers, statistics, 
or situations that seem to be questionable. A meaningful value of the 


questionnaire is that it serves as a reminder to banks of provisions 


of the Civil Rights Act and their responsibility to distribute credit 


on a fair and equitable basis throughout the community or communities 


they serve. 
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(Name and Address of Bank) 


(Date of Examination) 


CIVIL RIGHTS QUESTIONNAIRE 


Pursuant to Section 805 Title VIII of the Civil Rights Act of 1968, it is 
unlawful for a bank in connection with loans or other financial assistance, because 
of the race, color, religion or national origin of (1) loan applicant, (2) any person 
associated with the loan aoplicant, (3) any present or prospective ower of the dwelling, 
(4) any lessees, (5S) any tenants or occupants, to deny a loan or other financial assistance 
for the purpose of purchasing, constructing, improving, repairing, or maintain a 
dwelling. Further, it is unlawful in connection with any of the loans mentioned to 
discriminate in the fixing of (a) amount, (b) interest rates, (c) duration, or (d) other 
terms. 


In an effort to determine the bank's knowledge and compliance with this law, 
the examiner is requested to complete the following questions from information obtained 
from personal observations and investigations as well as information supplied by bank 
management. (Circle appropriate answer where indicated; otherwise supply data requested. ) 


Se 


Does the bank make loans for reside: ‘al purposes, including: 


a. Purchase 
b. Construction 
c. Improvement, repair, and maintenance 


Are the bank's loan officers and executive management aware 
of the provisions of Title VIII of the Civil Rights Act of 19687 


Is a notice posted in a conspicuous place in the bank notifying 
the public of the provisions of the above-mentioned law? 


Does the bank include a statement as to its nondiscriminatory 
practices in all advertising of real estate loans? 


What is the estimated population of the bank's primary service 
area? 


What is the estimated minority group!/ population of the bank's 
primary service area? 


What is the estimated number of residential real estate loans 
made by the _ during the past calendar year? 


What is the eetindtat enter “of residential real estate loans 
made to minority’ grdéup borrowers during the past calendar year? 


What is the estimated number of residential real estate loan 
applications received during the past calendar year? 


What is the estimated number of residential real estate loan 
applications received from minority group members during the 
past calendar year? 


Y/ For the purpose of this form, minority group is defined as Negro/Black, American 
Indian, Spanish American, Oriental or Other Minorities — as —— Members 
of the white race are considered non-minority. ‘ 
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ll. 


15. 
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Are there neighborhoods or other areas of high concentrations of 
minority group members in which the bank refuses to make real 
estate loans? If so, specify area and reasons for such refusal. 


Does the bank refuse to make loans to members of minority groups 
seeking to purchase residential property in areas where there 
are no or few minority group residents? If so, specify area and 
reasons for such refusal. 


Are there any residential areas with high concentrations of 
minority group members within the bank's primary service area 
where the bank has no or relatively few residential real estate 
loans? If so, specify areas and reasons for such. 


Are there any residential areas with no or few minority group 
members within the bank's primary service area where the bank 
has no, or reiativeiy few, residential real estate loans? If 
so, specify areas and reasons for such. 


Are loan terms, i.e., amount, interest rete, duration etc., set 
without regard to borrower's race, color, religion or national 
origin? 


Question No. 3 


We would appreciate receiving definitive estimates of the 

* costs that would be attributable to the breakdown of mortgage data 

by census tract. As you know, Mr. Barabba, Director of the Census 
Bureau, has been in touch with the subcommittee regarding Title III 
of H.R. 8024. As you can see from the enclosed letter to Mr. Barabba, 
he will be getting together with you and the other regulatory agencies 
to discuss this matter. 

Answer. Pending further discussion with the Census Bureau 
along the Lines indicated in your letter to Mr. Barabba, our own 
review of the census tract reporting question indicates the following: 

To determine the cost that would be attributable to the 
breakdown of mortgage data by census tract, as opposed to zip code 


designation, we contacted a company that specializes in the conversion 


of mortgage data from street address to census tract. That company 


informs us that in 70 per cent of the cases the process has been 
successfully computerized at a quoted cost of 3 to 4 cents a mortgage. 
For the other 30 per cent, where the conversion would have to be done 
manually, the cost would be 20 cents a mortgage. Based on this 
distribution, the average direct cost per item would therefore be 
8.45 cents. 

In 1974 approximately 1,945,000 permanent home mortgages 
were made by the three major depositary mortgage lenders--savings 
and loans associations, commercial banks, and mutual savings banks-- 
based on estimates derived from dollar loan volume and loan size 
data provided by the Department of Housing and Urban Development, 
the Federal Home Loan Bank Board, and the Veterans Administration. 
At an average price per conversion of 8.45 cents, and assuming no 
other special factors, the total direct cost of conversion to census 


tract codes for mortgages made by the three institutional groups would 


have come to $164,000, based, of course, on their activity level in 


1974. This amount relates to the direct cost that might be involved 
(without regard to the indirect costs which would likely be sub- 
stantial) under the assumption that the major depository institutions 
making mortgages generally would prefer to and would be able to 
purchase a census tract conversion service at the prices quoted. It 
also excludes any allowance for "start-up" costs or other additional 
costs that might be caused, for example, by disruption of present 
record-keeping routines resulting from the new procedures, As an 
indication of the maximum costs, including "start-up" costs that might 
be incurred, a recent study by the American Bankers Association suggests 
that the average differential cost of allocating home mortgages to 
census tract rather than zip code areas could range up to 90 cents 


a mortgage, or more than 10 times the minimum estimate noted, 


Question No. 4 

Please clarify the extent to which the recent bank failures 
have been the result of the institution's investment of mortgage funds 
in disinvested neighborhoods. We are especially interested in how 
investment in inner city areas contributed to the recent failure of 
the $60 million bank referred to on page 607. 

Answer, We asked staff of the FDIC,which is responsible 
for asset liquidation necessitated by a bank failure, about the extent to 
which investment of mortgage funds in disinvested areas contributed 
to recent bank failures. In the 75 banks that failed from January 1, 
1960, to July 18, 1975, 41 of the failures resulted from improper loans 
to officers, directors, or owners, and loans to out-of-territory 
borrowers (misuse of brokered funds was also cited as a contributing 
factor in 21 of these banks); 23 failures resulted from defalcation, 
embezzlement, or manipulation of bank funds; and the remaining li 
failures were attributed to managerial weaknesses in loan portfolio 
and general asset management. Loans in apparent disinvested areas 
had a negligible effect. With respect to the recent failure of a 
$60 million State member bank, a review of the bank's portfolio 
revealed that it had some loans in what might be termed disinvested 


areas, but that they were not a major factor contributing to the bank's 


failure. ‘The bank's problems wer~ centered in real estate loans; 


however, most involved construction and development loans on 


prererties located outside of areas of the city that might be 


regarded as disinvested, 
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Question No. 5 


Was the Federal Reserve Board or any of the members there- 
of consulted formally or informally by the Comptroller of the 
Currency prior to his interpretive ruling of December 24, 1974, 
relating to customer-bank communication terminals? If so, what 
specific advice was given? 


Answer. Yes--the Board was consulted by the Comptroller 


of the Currency prior to issuance of his interpretive ruling of 


December 24, 1974, concerning CBCT's. A copy of the Board's 


response to the Comptro ler is attached, 


November 13, 1974 


Mr. James E. Smith 

Comptroller of the Currency 

The Administrator of National Banks 
Waehington, D. C. 20219 


Dear Jim: 


I am writing in response to your request/for the Board's 
comments on your proposal/to permit national banks to establish detached 
automated facilities within certain geographical limitations. 


The Board regards the development and use of detached facilities 
as a desirable adaptation of present-day technology to the development 
of a more competitive and efficient banking system. In addition, the 
Board believes that the range of services offered by these automated 
facilities provides greater convenicnces to consumers and such benefits 


weigh heavily in the public interest. We, therefore, encourage and lend 
support to the thrust of your proposal. 


As you know, the Board continues to be concerned about the 
legal issues raised by your proposal. Accordingly, it has determined 


not to take similar action at thie time pending further review of 
these issucs. 


Sincerely, 


> 
<0d) ¢- 
rs “ae 


George W. Mitchell 
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Question No. 6 


The recent U.S. District Court ruling in the case of 
Independent Bankers Association of America v. Comptroller of the 
Currency, which permanently enjoined the Comptroller from proceeding 
further with kis interpretive CBCT ruling of December 24, 1974, and 
which is now being appealed, places commercial banks at an apparent 
disadvantage to the thrift institutions in the development of EFT 
systems, 


In light of this recent decision and the lengthy appeal 
process which precedes a final decision being rendered, do you now 
see increased justification for the across the board moratorium 
contained in Title II, Section 202 of H.R. 8024? 


Answer. The U.S. District Court ruling in the case of 


Independent Bankers Association of America v. Comptroller of the 
Currency confirms that commercial banks are at a competitive dis- 
advantage vig-a-vis Federally chartered savings and loan associations 
in the development of electronic off-site facilities. This dis- 
advantage results from the fact that Federally-chartered savings 
and loan associations may establish off-site facilities wherever 


permitted by the Federal Home Loan Rank Board, whereas commercial 


banks will be permitted to establish such facilities only where 


permitted by State law. 

The Board continues to believe that a better 
remedy for this disadvantage is not a legal moratorium on all off- 
site facilities but rather early legislation to give commercial 
banks comparable .ithorization for off-site facilities. In its 
comments on recent moratorium proposals, the Board has stated 
that it regards uninterrupted development and expansion of 
electronic banking faciliti 
and convenient banking services for customers. In order to encourage 


broad experimentation with such facilities and to eliminate the 


ode 


existing competitive disparity between commercial banks and Federally- 


supervised savings and loan associations, the Board favors adoption of 
legislation that would permit banks and savings and loan associations 
to establish off-site facilities on an equal basis without regard to 
branching laws and pursuant to "interim" regulations adopted by the 
Federal regulatory agencies. Experimentation with such devices should 
provide the National Commission on Electronic Fund Transfers with 
useful information to facilitate its review of developments in the 


area of electronic funds transfer. 


Question No. 7 

Please elaborate on the instances when officers and 
directors should have access to information contained in customers' 
bank records outside of the ordinary course of business. 

Answer. We know of no circumstances in which officers and 
directors of commercial banks should have access to information con- 
tained in customers’ bank records outside of the ordinary course of 
business. 

We interpret your question as referring to the Board's 
position regarding portions of several privacy bills, more specifically, 
section 10 in each of the three bills, H.R. 7483, H.R. 2752, and H.R. 
1005. The Board's comments regarding section 10 were transmitted to 
the Committee on Banking, Currency and Housing through my letter of 


July 15, 1975, to Chairman Reuss; and Governor Holland answered several 


questions regarding section 10 when he testified before the Subcommittee 


on Financial Institutions Supervision, Regulation and Insurance on 


July 16, 1975. At that time you asked Governor Holland to expand for 
the record on his answer to your ‘question regarding the reasons why 
officers and directors of financial institutions should have access 

to financial data regarding individual bank customers beyond the ordi- 
nary course of business. Your question to Governor Holland was 
apparently prompted by Chairman Burns' reference, in his letter of 
July 15, 1975, to Chairman Reuss,-te a provision of the Federal Reserve 
Act authorizing the release of reports of examination to officers and 
directors of examined banks. As set forth below, the release of such 
reports under this law is a normal and necessary part of the bank 
examination process and should not be characterized as being “outside 


of the ordinary course of business." 


Section 9 of the Federal Reserve Act authorizes the Board 
to furnish financial information derived from reports of examination 
of member banks "to the State authorities having supervision of such 
banks, to officers, directors, or receivers of such banks, and to any 
other proper persons" (12 U.S.C. Sec. 326). This provision was added 
to the Act on June 26, 1930, along with another provision that gave 
the Board discretion in assessing the costs of examinations against 
the banks being examined. (Public Law No. 434, 7lst Congress, 


2d Session, 46 Stat. 814) 


Banks must submit to examination cs a condition of membership 
in the Federal Reserve System (12 U.S.C. Sec. 325). Essentially bank 
examination is the fact-finding aspect of bank supervision. The 
overall and broad objective of bank supervision is to foster and 
maintain sound banking conditions in order to assure continuation of essential 
banking services. To this end the bank examination process develops 
information that will disclose the current condition of the individual 
bank, its ability to meet the demands of its depositors and creditors, 
the competence of its management, and its solvency and viability. Bank 
supervisors use this information to formulate supervisory policy and 


to prescribe necessary corrective action in individual banks. 


The essentially remedial purpose of bank examination can be 


accomplished only if bank supervisors and examiners, on the one hand, 


and bank management, on the other, establish and maintain a dialogue 


through which examiners can obtain accurate data reflecting the 
condition of each bank and supervisors can transmit their criticisms 

to bank management and recommend, or require, the taking of appropriate 
remedial action. Thus, for example, page 1 of each examination 

report contains the examiner's comments set forth expressly for the 
attention of the examined bank's directors. Other pages specify 
individual loans in the examined bank's portfolio that are subject 


to classification (Substandard, Doubtful, or Loss), These loans, 


depending on the particular classification, must be deducted in part in 


computing the net sound capital of the bank, or promptly charged off 
(interpretations of the Board of Governors, Paragraph 2400, 1949 
Federal Reserve Bulletin 776). 

The classified loan section, and other sections, of most 
reports of examination contain confidential information of a personal 
nature concerning individual customers of the banks under examination. 
Most of such information is derived from the records of the banks 
themselves, to which bank officers and directors already have access, 
Hence it would appear that individual rights of privacy are not 
substantially threatened by the provision of such information by 
the Board to the bank officials from whom ‘t was obtained in normal 
course of business pursuant to 12 U.S.C. §326, and the Board's Rules 
Regarding Availability of Information, 12 C.F.R. §261.6(b). There 
is nothing unusual about sharing examination report information with 
the examined bank; indeed, such a sharing of information is an 


essential element of the examination process. 


To conclude, we believe that the Board should continue to have 


the power to provide copies of reports of examination routinely to 


the management of examined banks, even though such reports contain 
some financial information regarding individual customers of these 


banks. 


Question No. 8 
Please submit examples of situations in which the Federal 
Reserve Board makes available to the Department of Justice information 


from customers’ accounts which is not available pursuant to the Bank 
Secrecy Act of 1970. 


Answer. Pursuant to Parts 261.6(b) and 261.7 of the Board's 


Rules Regarding Availability of Information the Board has made 


information available to the Department of Justice in situations 


such as the following: 


The Federal Bureau of Investigation, during an investi- 
gation of misapplication of bank funds, asked for and 
received certain information collected by examiners 
concerning a transaction between a bank and another 
company. 


The Board, responding to the subpoena of a Federal 
grand jury, produced an entire report of examination 
for use by the grand jury. 


Reserve Bank personnel were authorized to testify, in 
response to subpoena, regarding a certain currency 
shipment that had been stolen. 


The Board authorized a United States attorney, at 

his request, to review a certain report of examina- 
tion incident to his preparation for trial in a 
criminal prosecution involving alleged misapplication 
of bank funds and unauthorized extension of credit. 


In a tax refund suit against the United States, the 

Board's examiner gave testimony, in response to 

subpoena and at the instance of the United States, 

regarding certain loan transactions, involving 

plaintiffs, which plaintiffs had placed in issue in 

the case. 
The above list is intended to be representative, not exhaustive. 
However, requests for information of the type described herein are rare. 

Part 261.6(b) of the Board's Rules Regarding Availability of 


Information provides for release of reports of examination of banks 


"to other agencies of the United States for use where necessary in 
the performance of their official duties," but cautions that all 
"“yeports or other information made available pursuant to this para~ 
graph shall remain the property of the Board and, except as otherwise 
provided in this part, no person, agency, or authority to whom the 
information is made available, or any officer, director, or employee 
thereof, shall disclose any such information except in published 
statistical material that does not disclose the affairs of any indi- 
vidual or corporation" (12 CFR Sec. 251.6(b)). In Part 261.7 of its 


Rules, the Board establishes procedures for responding to duly-issued 


subpoenas, 


The regulations promulgated by the Secretary of the Treasury 
to carry out the purposes of the Bank Secrecy Act of 1970 (12 U.S.C. 
Sec. 1829(b)) require banks inter alia to file reports on all trans- 
actions in currency of more than $10,000; to make and retain records 
concerning loans in excess of $5,000 and international funds transfers 
in excess of $10,000; and to retain specified records regarding deposit 
account transactions, checks and drafts drawn on the bank for more 
than $100, and international transfers and remittances involving more 
than $10,000. (31 CFR Secs. 103.21 et seg.) These regulations do not 
cover all of the information regarding individual customer accounts 
that may be found in reports of examination. We believe that this is 
because, among other reasons, the Secretary's purpose in promulgating 
these regulations was not bank supervision, and the dollar limitations 
and retention periods referred to in these regulations are of no interest 


to bank examiners. However, as we interpret the Bank Secrecy Act, 


none of the information from commercial bank records that finds its 


way into reports of examination would be immme from the Act if the 


Secretary finds that such information has a high degree of usefulness 


in criminal, tax, or regulatory matters. 


Question No. 9 


Since the Franklin New York Corporation, the holding company 
of the Franklin National Bank was subject to the SEC's rules and 
regulations, the subcommittee is interested in knowing the extent 
of communication between the Fed and the SEC from May to October, 1974. 


Answer. During the period beginning in early May 1974, 


there were frequent contacts between members of the staffs of the SEC 


and the FRS. On May 10, 1974, the SEC informed the Board that it was 
concerned about the decline in the price of Franklin New York Corpora- 
tion stock. The Commission notified the Board that it was investigating 
the situation, including 4 report that the holding company had been 
supporting its own stock. Board members were subsequently informed 
that trading in the holding company stock had been suspended for a 
stated period of time at first, then indefinitely. In addition, 4 
meeting of agency representatives was held on September 3, during which 
the supervisory authorities were informed of the progress of the SEC's 
investigation of Franklin. 

Throughout the interval from May to October, there were 
frequent contacts between the staffs on the Franklin matter so that 
each might remain fully informed of the other's position. We believe 


this procedure worked quite well. 
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Question No. 10 


To what extent do you think it is appropriate to open up 
the discount window to a failing bank? 


Answer. Federal Reserve credit may be made available to a 
member bank in difficulty because of financial strains arising from 
particular circumstances affecting the individual bank, including 
sustained deposit drains, impaired access to money market funds, or 
sudden deterioration in loan repayments. As long as the member bank 
is considered to be solvent (and we require that the bank's primary 
supervisor so affirm), Federal Reserve credit assistance can play a 
role in providing the time needed to develop a permanent solution to 
the bank's problem. While very occasionally a bank in these circum- 
stances deteriorates to the point of insolvency and must be closed, P 
more often remedial actions enable the bank to be saved, either as an 
indepenc ..t bank or through acquisition by another banking organization. 
Such preservation of the bank's services to its commmity is a basic 


justification for lending to member banks in difficulty. 


It is important to note that by law all loans to member banks 
must be secured and that a Federal Reserve Bank will not lend if it 
cannot reasonably expect to be fully repaid. In addition, loans made 
to banks in difficulty involve a more closely monitored program of 
repayment than loans to other banks, and communications between such 


borrowing banks and the Federal Reserve are much more frequent. 


Question No. 11 


What do you consider a reasonable use of the discount window? 


Answer. Federal Reserve credit is available to member banks 


to assist them in meeting temporary needs for funds or to cushion 
more persistent outflows of funds while permanent adjustments in 
assets and liabilities are being made. Credit is also available to 
meet recurring seasonal needs that the member bank cannot reasonably 
meet from its own resources. The size and duration of such credit 
extensions normally reflect the extent of che member bank's needs 

and the speed with which the bank is able to make adjustments in its 
financial position. Member banks are expected to borrow only when a 
need of an appropriate type develops, snd borrowing banks are expected 
to use the period of borrowing to make more permanent adjustments in 
their investments, loans, or sources of funds. Banks are not expected 
to continue borrowing after funds become available from market sources 
or from sale of assets, and they are not permitted to borrow to 


reinvest in higher yielding investment alternatives. 


Question No. 12 

What factors are considered by the Fed in determining 
whether to extend use of the discount window over a long period 
of time to any bank?--to a failing bank? (A bank which the Fed 
knows or should know is in a precarious state.) 

Answer. In cases where borrowing is expected to continue 
for an extended period of time, the bank is asked to provide a plan 
outlining the steps it will take to resolve its problems and eliminate 
the need for assistance. In determining whether to lend to the bank, 
the Reserve Bank evaluates the plan and considers the role of the 
bank in its community as well as the general impact of its possible 
failure. In some cases the Reserve Bank may consult with the Board in 
making this determination. If the loan is made, the Reserve Bank 
measures the progress of the bank against the plan. We would note 
that the Reserve Bank, as discussed in our answer to question 13, also 
has the authority under Regulation A (12 C.F.R. 201) to loan at a 
special, higher discount rate when banks borrow for an extended period. 


Such a rate is intended to-reduce or eliminate any inadvertent 


subsidy and to encourage prompt repayment, Since the Federal Reserve 


Bank credit is secured, the extension of credit could contime until 


a satisfactory resolution is reached, as long as the bank's primary 


regulator continues to find the bank solvent. 


Question No. 13 


Because of the differential between the discount window rate 
and prime rate--the failing bank which has access to the discount window 
has a great competitive advantage over the ordinary bank who must go into 
the commercial market to borrow money at a higher rate. How do you see 
the Fed's role in perpetuating this advantage? Is it within the objec- 
tives of the Fed? 

Answer. It should be stressed at the outset that member banks 
suffer a distinct competitive disadvantage, in that they are required to 
maintain a significant share of their assets as nonearning reserves 
and they have been leaving the Federal Reserve System due in part to 
the loss of revenues resulting from the requirement that reserves be 
placed in nonearning assets. For the same reason, nonmember banks choose 
not to join the Federal Reserve System. Viewed in this perspective, 
the occasions when the discount rates charged member banks are below 
comparable open market rates should not be regarded as unduly advan- 


tageous, but rather a privilege which has been earned. In establishing 


its basic discount rate, of course, the Federal Reserve mst take into 


account the discount rate's relationship to and impact on all types of 


market interest rates, its influence on credit conditions and economic 
conditions generally, and the level of member bank borrowing. At times, 
in light of overall economic and financial conditions, the discount 
rate has been below market rates and at other times above them. 

Since all member banks may avail themselves of Reserve Bank 
credit at prevailing discount rates under appropriate circumstances, 
there does not appear to be any great inequity in the extension of 
such credit. Moreover, when a bank is forced to borrow for a prolonged 


period, Regulation A permits the assesement of a special higher rate 


’ 
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to narrow or eliminate any differential below comparable market rates 


and to encourage quicker repayment of the loan. 


Question No, 14 

In the cases of Lockheed and Penn Central, it was Congress who 
made the final decision to sul:sidize these failing companies -- Don't you 
think it would be appropriate after the Fed determined that a large amount 
of money is needed over a long period of time as in Franklin, to consult 
with Congress before substantially subsidizing through the availability of 
the discount window (a bank which is about to fail)? 

Answer. Long-term Federal programs subsidizing private industry 
are clearly the responsibility of Congress. 

Federal Reserve loans to Franklin National Bank were not made to 
subsidize the bank but to provide relatively short-term funds to assist 
regulatory authorities in effecting a resolution that would protect the 
interests of depositors and creditors and preserve confidence in the banking 
system. We believe that such assistance to Franklin as a member bank was 


appropriate pending execution of a viable plan for the recovery of the 


bank or its absorption by a stronger institution. Under these circumstances, 


we do not believe that consultation on these types of credit was necessary 


or ap copriate. 


Question No. 15 

When the discount window is made available to a bank over 
a period of time, wouldn't it be appropriate to make such bank subject 
to guidance from the Fed itself, or the appropriate regulatory agency 
in consultation with the Fed? 

Answer. In cases where Federal Reserve loans are made 
available for an extended period of time, the activity of the 


borrowing bank is closely monitored and circumscribed by both the 


Federal Reserve Bank and the primary bank supervisor, acting coop- 


eratively. For example, in such circumstances banks are typically 


told that credit is availalbe on the condition that investments 

will not be increased and that proceeds of maturing securities will 
not be reinvested except where needed for pledging purposes. Loans 
are normally curtailed except where severe curtailment would worsen 
the bank's difficulties, threaten its viability, or harm severely the 


economic well-being of the bank's service area. 


Question No. 16 


Professor Kaufman in his panel prepared for the Senate Banking 
Committee entitled, "Preventing Bank Failures", makes the point in the case 
of Franklin where the salvaging effort was unsuccessful that the subsidy 
provided by the discount window accrues to the depositors and other 
creditors who were able to withdraw their uninsured funds before the date 
of insolvency. In light of this statement, do you feel that the discount 
window and the borrowing rate involved need a re-examination? 


Answer. The Federal Reserve advanced funds to Franklin with 
the objective of gaining time so that the situation could be turned around 


or worked out without loss to depositors or creditors and with confidence 


in the nation's banking system sustained. In the case of Franklin, no 


depositors or creditors lost their money, the public's confidence in the 


banking system was relatively unimpaired, and the institution was success- 
fully merged with another bank. While the discount rate at which the loan was 
made was generally below short-term market rates for the term of the loan, the 
bank was under pressure during that period to undertake a program to reduce 
its loans and investments, and discussions with the prospective merger 
candidates were taking place. Moreover, this experience and a review of 

our policy led to the establishment of a higher discount rate applicable 

to prolonged borrowing by member banks. This rate, which was applied 

toward the end of the Franklin loan, was set two full points above the 

basic discount rate. In conclusion, we do not believe that our experience 
with that loan requires re-examination of the discount window and the 
borrowing rate, apart from the measure already taken to establish a special, 


higher discount rate that may be applied to prolonged emergency lending. 


Question No. 17 

Notes taken on Franklin's examination reports indicate that 
among its classified loans were loans to 12 banks--8 domestic and 
4 foreign--together with notations by the examiner of the fact that 
$53.5 million of loans to 13 additional foreign banks were not supported 
by adequate credit information. In international markets there is, 
of course, a very high volume of borrowing from and lending to other 
banks. Over half of the business of foreign branches of U.S. banks is 
with other banks--both U.S. and foreign. So the need for adequate 
information is great. On the other hand, these other banks are 
competitors and are necessarily reluctant to provide information. How 
can this dilemma be resolved, and, given the present volume of inter- 
bank activity and the losses on letters of credit in the case of U.S. 
National and foreign exchange in Herstatt, don't you agree that some 
resolution that will provide better information is desirable? 

Answer. Greater disclosure of meaningful information about 
the condition of banks is a desirable goal both in this country and 
abroad. Considerable progress has been made in this direction in 
the United States in recent years. Advances have also been made in 
major countries abroad, though traditions there have favored less 
disclosure. 

In appraising bank loans to and placements with other banks, 
our examiners are charged with determining that the lending bank has 
information adequate to justify the facilities extended. Such infor~ 
mation will include financial data supplied by the borrower as well 
as other information obtained from the correspondent, and gleaned 


from other sources. All risks cannot and should not be eliminated, 


but bank supervisors should determine that banks have information 


adequate to permit them to appraise the risk ir. lending to any 


borrowers, including other banks. Excessive concentrations of 


credits should be avoided. 


Our examiners are well aware that banks may incur risks in 
addition to those associated with the lending function. Banks, for 
example, incur credit risks in foreign exchange dealings with other 
institutions as well as in such routine areas as the use of other 
correspondents for the collection of drafts. With respect to foreign 
exchange, recent experience has served to remind both bankers and 
examiners that the failure of other banks to perform as required under 
foreign exchange contracts may be costly. It is the responsibility 
of our examiners to determine that all types of risks incurred in 


working with another institution are recognized by bank management 


and that the quality and character of the other institution's opera- 


tions be such as to warrant the granting of each type of banking facility. 
The proportion of the assets of foreign branches lent to or 
placed with other banks in recent years has ranged from 35 to 45 percent. 
There are recognized problems in lending to other banks, one of which 
has been discussed in the answer to this question. Nevertheless, the 
loss record in international lending has not revealed a worse experience 
in credits to banks than in credits to other borrowers. Often the 
source of the trouble is not the lack of market information but a 


faulty evaluation of such information. 


Question No. 18 


In your February 1975 reply to questions on Franklin asked 
by Chairman Reuss, you state that one of Franklin's problems was that 
it relied heavily on the interbank market as a source of funds and 
you note that Federal funds obtained in the domestic interbank market 
are far more volatile than deposits. Information which you supplied 
indicates that almost all of the liabilities of Franklin's London 
branch were obtained from other banks and that the largest single 
outflow of funds was in foreign branch time deposits, which declined 
by $667 million. But tne loan portfolio of the London branch -- some 
$550 million of foreign loans with an average maturity of 5-1/2 years -- 
could not be liquidated and was pledged as collateral for advances 
from the Fed. Doesn't this indicate that the old saw that says banks 
should not borrow short and lend long is still valid? 


Answer. The difficulties experienced by Franklin's London 
branch resulting from outflow of short-term funds which were invested in 
longer-term assets does point to problems that can occur as a result of 
a mismatch of the maturities of assets with maturities of liabilities. 
The problem, however, is to some extent inherent a the business of 
banking which by its nature requires the use of withdrawable funds for 
the purpose of making loans and investments, many of which may not be 


readily convertible to cash. The issue, we believe, is a matter of 


degree. Clearly, Franklin was overextended in the money market since 


it was unable to sustain its position. It should be noted, however, 


that the viability of the banking industry depends on the maintenance 
of public confidence. When this confidence is lost as it was in the 
case of Franklin, massive withdrawals of funds may occur. Since few 
banks could survive such an eventuality, the key is to insure that there 
is no loss of confidence. 
An additional problem that can occur as a result of such 

mismatches is referred to as "negative carry". This results when the 
cost of short-term interest-sensitive funds rises to a point where it 


exceeds the return on the investment made with such funds. Obviously, 


a Bi 


the "negative carry" has an adverse impact on the bank's earnings which 


can contribute to the erosion of confidence in the institution. Many 
banks, however, have dealt with this problem by investing short-term 
interest-sensitive funds principally in variable rate investments. 

This potential problem, therefore, has been ameliorated to a considerable 


degree. 


uestion No. 19 

Interbank loans are not subject to legal limits on loans to 
one borrower. They constitute deposits with the borrowing bank which 
are not subject to reserve requirements and have a real cost advantage 
as a source of funds. But there are risks to the borrower such as 
Franklin who can see funds disappear overnight without an alternative 
source of replacement other than the Fed. And there are risks to the 
lender also, as the Fr. nklin case makes clear. Isn't it true that 
foreign branches of U.s. banks borrow over half their funds from 
other banks and lend just under half to other banks? Do you view this 
pattern as adding risk to normal banking operations? 

Answer. According to the most recent statistics, borrowings 
from other banks constitute about 40 percent of the total resources of 
overseas branches of American banks. De 7sits placed with other banks 
were about 38 per cent of total resources. These high percentages 
for interbank deposits and placements (which, however are lower than 
a few yeas ago) and the size of the amounts involved ($62 billion and 
$60 billion) reflect the functioning of the Euro-currency markets and 
the important role played in those markets by American banks. The 
nature of the Euro-currency markets is such that commercial banks are 
the central participants in the long chain of intermediation by which 
funds are marshalled from around the world and packaged to meet the 
needs of international borrowers. 


Lacking sufficient deposit generating facilities in foreign countries, 


banks must of necessity seek funds in the interbank market and to both 


support that market av well as provide for their own liquidity needs, 


banks will deposit funds with other banks. Operacing in the Euro- 
currency interbank market typically carries no greater risk than 


accepting and placing funds with commercial companies in that market. 


The lenders of the funds in either case are potentially volatile 


sources of money, since their principal concern is obtaining the 
highest return at the least risk. In this regard the behavior of 
corporate treasurers is virtually identical to that of the money 
managers >f banks. For the borrowing bank the risk is the traditional 
one associated with reliance on purchased funds--namely, the ability 
to manage the bank's asset and liability maturity structures so as to 


meet all contingencies. 


Question No. 21 

Recently the Comptroller has issued regulations regarding 
standby letters of credit. I would like to note that standby letters 
of credit are only a fraction of the contingent liabilities of the 
larger international banks. The volume of foreign exchange contracts 
at Franklin was nearly $4 billion and at least $300 million of these 
contracts were with one Sindona-related bank, Banca Unione. Also, 
there is the fact that this is an area in which banks can lose money 
more quickly than in any other area. Shouldn't foreign exchange 
operations be subject to the same regulatory tightening--that is, be 
covered as to legal ‘limits on loans to one borrower and subject to 
the same requ at for disclosure--and be published quarterly as 
part of the regular report of condition and in the amual report to 
stockholders? 


Answer. The foreign exchange operations of banks have been 
subject to a greater degree of risk since the replacement of a fixed 
exchange rate system by floating rates. Following the disclosure of 
substantial foreign exchange losses here and abroad last year, the 
Board undertook a review of its supervision in this area. Ome of the 
major questions asked in the course of that review was whether regulations 
governing foreign exchange trading were necessary to limit possibilities 
of excessive losses. As part of the effort to answer that question, a 
survey was made of the precautions taken by major banks in limiting 
their exposure in this area and controlling their foreign exchange 


trading. 


The principal conclusion of that review was that it would be 


undesirable to impose regulations on foreign exchange operations. 
There were three main reasons for the’ conclusion: First, the banks 
surveyed were generally conservative in establishing position limits 
in foreign currencies, a response that confirmed the results of exami- 
nation reports. Second, the losses that were incurred in foreign 


exchange trading were not ordinarily the result of large speculative 


positions consciously taken by the banks; rather, they were the result 
of unauthorized trading by bank personnel that was not adequately 
monitored by the banks' internal control programs. Third, regulatory 
limits would not provide sufficient flexibility to deal with the varying 
capabilities of banks to engage in foreign exchange operations and 
would not in themselves solve the problems of unauthorized dealings. 
Although the Board did not at that time endorse the adoption 
of regulatory restrictions, it concluded that a progr:m of intensified 
supervision of foreign exchange operations was warranted in the light of 


the altered environment. That program, which is still in the process 


of being implemented, calls for improved monitoring of the currency 


positions taken by the banks, the establishment of more detailed 
standards for examiners in appraising the foreign exchange operations 
of barks, and the development of guidelines for banks' internal controls 


and audit procedure 


Question No. 22 


In November, 1974, Chairman Wille reported to the Congress on 
Franklin, and discussed the problems related to the assumption of 
Franklin's foreign exchange contracts. He agreed with the Fed that it 
was imperative for stability in the foreign exchange markets in Franklin 
National Bank's unexecuted foreign exchange contracts to be honored. 
Since the FDIC could not assume responsibility for honoring those 
contracts, the responsibility is left to the Fed which then began to 
execute the contracts in September. Although the Fed requested and 
received the deposits of the Franklin to cover any losses, it was 
fortunate in being able to make such an arrangement before the bank 
went into receivership. Despite the deposit, the clear implication is 
that the insurance funds absorption of foreign funds losses for an 
insured bank it is all right for the taxpayer to absorb losses through 
the Fed. I would appreciate your comments on this, because it seems 
very likely that should another large bank go into receivership, the 
question of how to deal with the foreign exchange contracts will come 
up again. 


Answer. While execution of the last foreign exchange contract 
has been completed, some issues with respect to unresolved contracts 


remain outstanding. However, it appears that no loss will be sustained 


by either the Federal Reserve or the Federal Deposit Insurance Corpora- 


tion. The remaining escrow, calculated as the original escrow plus 
interest less losses experienced and out-of-pocket expenses, is expected 
to be in excess of $500,000 and will be transferred to the FDIC. The 
size of the deposit escrow was carefully calculated in advance to cover 
anticipated losses existing in Franklin's foreign exchange book at the 
time of assumption. The Federal Reserve Bank of New York plans to pay 
over to the rvIC « receiver any remainder in the escrow account less 
the allowances for out-of-pocket expenses. However, should execution 
of the contracts have resulted in a net loss, the Reserve Bank would 
have been reimbursed by the FDIC. The Federal Reserve assumed responsi- 
bility for the contracts because it was felt that the only remaining 


alternative, for the FDIC to accept contracts favorable to the 


Corporation and to disaffirm unfavorable contracts, would seriously 
impair the ability of other American banks to deal without prejudice 
in the foreign exchange markets. This would have been especially true 
in 1974 following the collapse of Herstatt Bank. Moreover, there was 


an observed unwillingness on the part of banks, otherwise willing to 


bid for Franklin, to assume the foreign exchange book, thus frustrating 


execution of a smooth transition for the bank as a whole. 

The Federal Reserve has under study the question of whether 
there are more efficient or desirable alternatives to ihe method used 
in the Franklin case for situations where a failing bank has a Large 


foreign exchange vook and the foreign exchange markets are vulnerable. 


Question No. 23 

Once a regulator becomes aware of the fact that a bank is 
in a tenuous financial situation -- through bad reports from bank 
examiners, is a special formula applied in valuing that bank's assets 
since the rate at maturity of certain assets most likely would not be 
realized by that bank if the situation continues to decline? 

Answer. The evaluation and appraisal of a bank's principal 
assets comprise the most important of the examination procedures. In 
order to fulfill his responsibility under this procedure, the examiner 
must appraise loans on the basis of data from the bank's credit files, 
information obtained from bank management and from any other available 


source, and on the borrower's performance on both the current and 


previous loans. The examiner must apply this information with a broad 


knowledge of general business principles and conditions as well as an 


understanding of special conditions and practices prevailing locally. 
The examiner must also appraise and determine the quality of the bonds 
and securities held in the bank's investment account. With respect to 
this account, however, unlike the loan account, he may receive substan- 
tial assistance from security rating services and market quotations in 
making his appraisal. 

On the basis of his appraisal of the principal assets, the 
examiner may "classify" certain of the bank's assets that are, in his 
opinion, below acceptable standards. In accordance with the Uniform 
Agreement of 1949 among the Federal supervisory authorities and the 
Executive Committee of the National Association of State Bank Super- 

_ visors, criticized assets are to be classified as "Substandard ,"’ 


"Doubtful," or "Loss." The Agreement further stipulates that: "Fifty 


ai BS 
per cent of the total of 'Doubtful' and all of 'Loss' will be deducted 
in computing the net sound capital of the bank." 


In appraising both the loan and investment portfolios the 


purpose is to determine the values that may be realized at maturity. 


This examination procedure is followed in all banks, including 


financially troubled institutions. In troubled institutions it is 
still anticipated that the value at maturity will be realized by the 
continuing organization if the problem situation is corrected, or by 
the succeeding organization if a merger is determined to be the most 
viable solution to the bank's problems. However, when it becomes clear 
that long-term viability of the institution is impossible and that the 
assets may have to be realized upon, consideration of the market value 


of the assets is realistic and appropriate. 
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Question No. 24 

Has the Fed and/or the other bank regulatory agencies 
established a series of early warning stages that a declining bank 
goes through, at which time certain restrictions are placed upcn 
the bank's activities at each of these stages? 

Answer. Indications that a bank is experiencing financial 
or managerial difficulties are provided primarily through the exami- 
nation process, but also through extended borrowings from the discount 
window. When deficiencies are found to exist in managerial ability, 
asset quality, or capital position, the bank is subjected to particu- 
larized, continuing surveillance by the Federal Reserve's examination 
staff. In most cases banks respond to the remedial measures suggested 
by the regulatory authorities or to some modification of them. In 
other cases, however, the problems are more deep-seated and may require 
changes in senior management, ownership, or basic operating policies. 

The supervisory procedure is in effect a continuum, and the 
pressure exerted will depend upon a supervisor's determination of the 


degree of difficulty facing the bank. In situations where the trouble 


is relatively less, the supervisory approach might be discussions with 


management; as the problem becomes more acute, the supervisory approach 


would be expanded to include meetings with the bank's board of directors, 
requirements for periodic progress reports indicating changes in areas 
under criticism, follow-up investigations by examiners focusing on key 
problem areas, and more frequent examinations than accorded banks with 
fewer problems. If and when a bank finds it necessary to borrow for 
extended periods of time, additional discipline is exerted. At the 
extreme, supervisory authorities have the power to issue cease and 


desist orders to halt unsafe and unsound banking practices. 


Corrective action is usually initiated at the Reserve Bank 


level, and the Board's staff is continuously appraised of changes in 


problem situations. All relevant information concerning the troubled 
institution is relayed to the Board for its consideration when a 
decision regarding the troubled institution is required. 

In addition to the information obtained by the examiners as 
a result of on-site examinations, periodic reports such as Reports of 
Condition, weekly balance sheets submitted by the larger banks, 
quarterly reports filed with the System and with the SEC by parent 
bank holding companies, as well as other information gleaned from the 
Federal Reserve's check clearing activities and maintenance of reserve 
account are reviewed in order to spot early indications of potential 


problem areas. 


Questiou No. 25 


As you indicated in your testimony, please supply the 
Subcommittee with a breakdown of those banks which appear on your 
problem bank list which have experienced managerial problems -- 
through either over-domineering or incompetent management. 

Answer. Of the State member banks that required greater than 
normal supervisory attention from our examiners as of mid-year 1975, 
approximately one-half were believed to lack in some measure the 


Management competence desirable to meet the problems of an unsatis- 


factory asset condition or capital position. In most of the remaining 


half of the cases management's weakness or incompetence was judged to 


have created such an unsatisfactory condition that it was felt management 
might need to be strengthened or replaced before the bank could be re- 


turned to a sound and satisfactory condition. 


Question No. 26 


: Once the Federal Reserve Board receives examination reports 
from the Comptroller's Office on member banks, does the Fed independently 
evaluate these reports? If this is not done on a regular basis, is 
it done before the Fed makes the discount window available to a bank 
over a long period of time -- for longer than 30 days? 

Answer. Examination reports of all national banks are 
received by the Examination Departments of the twelve Federal 
Reserve Banks. Reports demonstrating serious problems or potential 
problems are analyzed and copies of such analyses are transmitted 
to Board staff for its information and review. Direct supervisory 
responsibility for these banks, however, remains with the primary 
regulator who would have an in-depth knowledge of the problems. 

In addition, the Reserve Banks furnish the Board semi-annualiy a 
report on the condition of all member banks in their Districts. 
An in-depth review of financial condition, need for the loan, and 


plans for repayment is made of any bank that requires extended ac- 


commodation at the discomt window. Of course, because of familiarity 


with the situation and primary responsibility where independent judgment 


is necessary, agencies other than the primary regulator cannot make 


in-depth analyses based on examination reports. 


Question No. 27 

Did the Fed make the membership in the Federal Reserve 
System a condition to the sale of Franklin to the European American 
Bank and Trust Company? 

Answer. The Federal Reserve did not make membership in 


the Federal Reserve System a condition to the sale of Franklin to 


the European American Bank and Trust Company. Furthermore, it should 


be noted that the sale required only the approval of the FDIC as 


receiver as well as its approval of the merger. However, we under- 
stood from conversations before the sale was approved that it was the 
intention of the bank to apply for membership if it were successful 


in its bid to acquire Franklin. 


Question No. 28 

Since foreign banks are not subject to the same restrictions placed 
on domestic banks -- with regard to reserve requirements, interstate activities 
and investment banking interests, what consideration in accepting the 
European-Ame rican Bank's bid for Franklin was given by the Fed to the possible 


competitive a‘vantages the foreign parent banks of European-American were 
granted by such a transaction? 


° 


Answer. Since the Federal Deposit Insurance Corporation was the 
liquidator of Franklin National Bank, it was its responsibility to choose 
the highest reasonable bid, which was the bid of European American Bank. 

In addition, since at that time European American Bank was a nonmember bank, 


the Federal Deposit Insurance Corporation had the additional responsibility 


of approving the merger of the two banks, and it was that agency that was 


responsible for weighing the competitive effects of the merger. 


Question No. 30 

Please provide us with a list of the CD holders of Franklin 
and the rate at which these CD's were cashed in prior to October 8, 
1974, This list should specifically indentify any holders that were 
Sindona-related. : 

Answer. The Federal Reserve does not have a it of holders 
of Franklin National Bank certificates of deposit. As you know, a 
substantial number of such certificates of deposit were in negotiable 
form and therefore transferable. Certificates of deposit in denominations 
of $100,000 and over declined from $464.4 million on May 8 to $62.5 
million on October 8, 1974; however, the System does not know which, 


if any, were held by Sindona-related interests. Subsequent to May 8 


she Comptroller of the Currency monitored Franklin closely and may 


have compiled a list of individual purchases of CD's. In any event, all 


records of Franklin were transferred to the Federal Deposit Insurance 


Corporation as receiver on October 8, 1974, 


Question No, 31 

Please provide the subcommittee wich the worksheets which 
the Fed used in evaluating the collateral pledged by Franklin to 
obtain funds from the discount window. 

Answer. As part of the evaluation process the Reserve 
Bank sorted the loans and investments into different categories on 
the basis of inspection and exchanges of information with the 
Comptroller's staff and assigned loan values which ‘ere in our 
analysts' judgment appropriate discounts from the face value for 


each of the categories of assets. We have prepared the attached 


composite sheet, summarizing the total amount of collateral available 


by categories, as well as the value assigned to it for lending purposes, 


as of October 7, 1974. 


1908 


Franklin National Bank 
Schedule of Collateral 
(In millions of dollars) 


Values 


Type of Collateral Face 


1. 


Commercial Loans and Real Estate 
Related Loans $1221.7 


Industrial Installment Loans 53.0 
Corporate and Municipal Securities 

(includes $6.1 million public 

housing issues) 

Acceptances 


U.S. Government Agencies 


Certificate of Deposit 
(London Branch) 


International Loans 
Term Federal Funds 
Telexes 

Master Charge Loans 
Overdraft Checking Loans 
Brokers' Loans 


Excess in an installment loan 
over portion participated out 


Due from Banks (Net) 


Total 


Estimated 

as of 10/7/74 
Collateral 
$ 957.7 


50.4 


$1845.7 


1909 


Franklin National Bank 
Schedule of Collateral 
(In million of dollars) 


Estimated 
Values as of 10/7/74 
Other Potential Collateral Face Collateral 


Student Loans $) 720 $ 7.0 


Other Installment Loans 5.8 
Work-out Loans 38.0 
Loans Secured by Accounts Receivable 

International Loans 

Commercial Loans 

Paticipation and Syndicate Loans 


Total 


Memo Items: Reserve Account Balance (As of October 7, 1974) $ 67.7 million 
Deferred Credits (As of October 7, 1974) $ 5.5 million 


F.R.B. Stock (Paid in Amount) $ 3.9 million 


Question No. 32 

Please provide us with a discussion of those decisions 
referred to on pages 666 and 667 which would assist smaller banks 
in international banking. 

Answer. Governor Holland's response on what the Board has 
done to promote the role of smaller banks in international banking 
was meant to convey the Board's general attitude on this subject. 
In administering the various provisions of law dealing with the inter- 
national operations of member banks, the Board has followed the 
general policy of encouraging entry into this field in order to promote 
competition. In practice this has meant encouraging the entry of 
regional and smaller banks into what traditionally was the preserve 
of the large New York City and West Coast banks. One way in which 
this has been accomplished has been the liberal chartering of Edge 
corporation subsidiaries of interior and West Coast banks to conduct 
international banking operations in New York and elsewhere. Another 
way has been the authorization of so-called "shell" branches in ‘i 
Baievaas and Cayman Islands for the small ~ banks; this was done mainly 
to prevent such banks from being effecci, barred from the development 
of an international business because of the restraints of the Voluntary 
Foreign Credit Restraint Program on international lending from domestic 
banking offices. Within this general policy, however, the Board has 
not relaxed standards in examinations or in regulatory approvals 
concerning the participation of smaller banks in syndicated interna- 
tional credits or in various kinds of overseas operations, The banks 


have been expected to know what they were about and to follow prudent 


banking practices, 


Question No. 33 


The downfall of Franklin National Bank provides a unique 
opportunity to view the anatomy of the banking system without doing 
damage to the living body, One area of concern on which Franklin 
provides enlightenment is the nature of financial and managerial 
relationships between banks and their holding companies. Kecause 
Franklin was a national bank ane the National Bank Act stipulates 
that only U.S. citizens may be directors of such a bank, Mr. Sindona 
was a director of the holding company. Nevertheless, there was 
every indication that he directly influenced the management and 
policies of the bank. 


A. Would you say this is a special circumstance or is 
there frequently an overlapping of policy-making as between 
the holding company and the bank in other instances? Does 
this afford sufficient protection for the bank? 


B. The princip.1 asset of Franklin's holding company was 
the bank. The holding company was dependent on the bank 
for income to meet dividends and expenses. Failures to meet 
dividends and expenses could -- and did -- precipitate a 
loss of confidence and a run on the bank. As Governor 
Mitchell recently observed, there is no such thing as 
separability as between a holding company and its bank, 

In Franklin's case, the holding company had expenses 
including debt such as the $30 million loan from Manu- 
factvrers Hanover -- which would have strained the bank's 
resources had they been obligations of the bank. There 
appear to be other holding companies which have had similar 
problems (i.e., North Carolina National Bank) and a few 
very large holding companies (Citicorp, Chase) which have 
borrowed heavily both in the commercial paper and capital 
markets. Other holding companies like Franklin, have 
borroweil heavily from other banks. 


1. Since holding companies are primarily dependent 

on their banks, under the present bank holding company 
structure, shouldn't regulators be concerned with the 
impect of holding company financing on the bank? 
Shouldn't there be guidelines concerning the level of 
debt incurred by the holding company in relation to 
overall earning assets? 


2. In most ¢ases the debt of holding companies is 
unsecured. As noted, the principal asset cf the hold- 
ing company is the bank and in some cases, the bank's 
stock has been pledged as collateral for loans. Doegn't 
this raise questions as to the appropriateness of holding 
company borrowing altogether? Wouldn't it be more 
appropriate to require that the holding company raise 
funds through equity offerings? 


3. The $30 million loan by Manufacturers Hanover 

to Franklin's holding company was unsecured and may 

have been a factor in that bank's willingness to bid 

for Franklin. Given the anti-trust implications of such 
loans both in this case and in the case of the eight 
small banks on the list of classified loans in Franklin's 
examination reports, shouldn't loans by other banks be 
curtailed or prohibited altogether? 

Answez. 

A. As Governor Holland noted in his testimony, the Federal 
Reserve never found sufficient evidence to determine that Mr. Sindona 
exercised a controlling influence over the management or policies of 
the Bank, 

With regard to an overlapping of policy-making between a 
holding company and its bank, a recent study conducted by the Board's 
staff indicates that members of senior management of large holding 
companies often serve as senior-level managers of subsidiary banks. 
In 19 of the 27 large one-bank holding companies surveyed, the chief 
executive officer of the parent also served as the chief executive 


officer of the subsidiary bank. Such overlapping occurs in Many cases 


because the holding company was organized by the senior officers of the 


commercial bank and was, in effect, an instrument of the bank. 


Similar "overlapping" of senior staffs occurs between the parent company 
and the lead bank of mlti-bank holding companies. 

In order to realize the benefits associated with the holding 
company form of organization--benefits such as increased diversifica- 
tion and a more optimal geographic allocation of i::nds--the decisions 
of the parent company and those of its subsidiaries need to be 


coordinated, The overlapping of senior staffs is often an aid in 


achieving such coordination. However, such coordination of activities 
can also lead to abuse of subsidiary banks by parent bank holding 
companies, and therefore the banks are protected from such abuse in 
several ways, including the bank examination process, limitations 

on the payment of dividends, and limitations on loans to affiliates. 
Additionally, the Congress enacted legislation in 1974 to extend cease 
and desist authority over banks to bank holding companies, thus giving 
the Board power to intervene in the affairs of a bank holding company, 
if necessary, te protect a subsidiary bank. Finally, the impact of the 
holding company form of organization on subsidiary banks is a subject of 
continual study by the Board's staff, and the Board has recently submitted 
legislative recommendations in this area. 


B. In Franklin's case, the loss of confidence in the bank 


and resulting outflow of deposits were triggered by publicity on foreign 


exchange losses, combined with the relatively low profitability and 
capital levels of the organization. The fact that the bank was owned 
by a bank holding company had nothing to do with the bank's problems. 
However, the fact that the bank holding company had debt outstanding and 
had been dependent on dividends from the bank to meet its de.t-service 
expenses assured the holding company's failure as a consequence of the 
bank's problems. 

Regarding the separability between a holding coupany and 
its bank, there is typically a very close public identification between 
the two, and loss of confidence in either a bank or a bank holding 
company can soon spread to the entire organization. This was demon- 
strated in both directions in 1973 and 1974, in the Beverly 


Hills Bancorp and Franklin cases. There is a legal separation 


between a bank and its parent that has been important both in the 
ongoing supervision of banks and in the resolution of serious problem 
cases, Statutory limitations on bank dividends and on bank loans 
te affiliates deter the parent's access to bank funds. In addition, 
supervisory pressure, including cease and desist authority or the 
threat of its use, imposes additional restrictions in cases of banks 
with serious problems. 
Borrowing at he parent level by Franklin New York Corporation 

should not be equated with borrowing by other large bank 
holding companies. Franklin was relatively under-capitalized and 
relatively unprofitable before publicity on its foreign exchange 
losses triggered loss of confidence in the bank, The Franklin 
difficulties, however, were partially responsible for a decline in 
confidence in the banking system in 1974, which led to difficulties 
in rolling over short-term borrowings for certain larger regional 
banks and bank holding companies, many of which had histories of 
above-average earnings performance. 

1. The bank supervisors, and the Federal Reserve in 
particular, are concerned with the impact of the parent holding 
company's financial structure on its subsidiary banks. There are no 


specific guidelines on holding company debt adopted at present. However, 


the Board's staff has this subject under consideration, in connection 


with the guidelines on bank debt that were issued for public comment 


on July 2, 1975. 


It should be recognized that the Federal Reserve does not 
have the same statutery power to regulate bank holding companies 
that it has to regulate member banks under its jurisdiction. There- 
fore, the Federal Reserve's primary tools for influencing holding 
company financial structures have been its power to approve or deny 
applications for acquisitions, to use moral suasion in an effort to 
reverse undesirable trends and practices, and in extreme cases to 
issue cease and desist orders. With regard to applications the Board 
is required by the Bank Holding Company Act to "take into consideration 
the financial and managerial resources and future prospects of the 
company or ctmupanies and the banks concerned" in cases of bank acqui- 
sitions, and to weigh public benefits against possible adverse effects 
including "unsound banking practices” in cases involving nonbank 
companies. In evaluating capital adequacy and debt levels under these 
criteria, the Board looks at the bank holding company's ability to 
meet principal and interest payments from profits, possible liquidity 
problems resulting from large amounts of debt maturing at the same 
time, and the equity positions of the consolidated holding company 


and each of its subsidiaries in relation to industry norms. 


The possible effects on bank stability of the activities 
of holding company affiliates are also evaluated as part of the bank 
examination process, particularly in cases of problem banks. In 
addition, Federal Reserve staff performs on-site inspections of bank 


holding companies and analyzes financial statements of bank holding 


conpanies on an ongoing basis, in order to identify potential problems 
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in holding company affiliates at a time ‘yen action can still be 
taken to protect the banks. The Board established a new bank holding 
company financial analysis group in September 1974 which should 
improve the System's capabilities in this important area. 

2, The large bank holding companies generally borrow 
through unsecured public issues of long-term debt and commercial 
paper; the 3-year $30 million loan from Manufecturers Hanover to 
Franklin was the exception rather than the rule. However, bank holding 
companies, like other borrowers in th2 commercial paper market, are 
required by the rating agencies to maintain back-up lines of credit 
at banks in order to get the top rating for their commercial paper. 


Bank holding companies would borrow under these h2nk lines, of course, 


if they were unable to roll over maturing commercial paper. 


Medium-sized and smaller bank holding companies generally 


do not have access te commercial paper and public long-term debt 


markets because of their size, and therefore they are dependent on larger 
banks (often the correspondent banks of their subsidiary banks) and 

life insurance companies for short- and medium-term funds. Such 
medium-term borrowing by bank holding companies--whether for 

holding company formation, acquisitions, or other corporate purposes-- 

is often secured by bank stock. It should be noted that borrowing to 

buy bank stocks is not unique to bank holding companies; many 

individual buyers of bank stock borrow funds for such purposes. The 
Federal Reserve monitors bank holding companies and uses the tools at 


its disposal to keep such borrowings by holding companies within 


prudent limits. 


Parent bank holding companies borrow for many purposes. 
Short-term borrowing for bank and/or nonbank subsidiaries is often 
done by the parent in order to obtain lower interest races, to 
present a common front to lenders, or for purposes of internal 
efficiency. The proceeds of medium-term and long-term borrowing by 
parent hoiding companies are often downstreamed to subsidiaries in 
the form of debt with terms very similar to those of the parent's 
borrowing. 

The practice of borrowing medium-term and long-term at the 
parent level for the purpose of making equity investments in subsidiary 
banks is of concern to the Federal Reserve System because it creates 
a fixed charge at the parent level that must be met by bank dividends. 
Equity issues by bank holding companies are preferable to debt if 
the proceeds are to be used for an equity contribution to a subsidiary 
bank. Realistically, however, long-term debt issued by the parent is 
for many banks the only feasible method of funding the banks’ capital 
needs at present due to the depressed market for bank stocks. Given 
both the potential dangers and the practical benefits of this practice, 
one purposeof Federal Reserve monitoring of individual bank holding 


companies is to try to guard against fixed debt service charges at 


the parent level becoming an unreasonable burden on subsidiary banks. 


3. Short-term loans between banks, such as take place 
in the Federal funds market, have iong been important to the banking 
system, but would not seem to have antitrust implications. For 
borrowing banks, such Federal funds are an important element in 
modern ability management, providing the banks with a ready source 
of funds to bridge liquidity gaps. For lending banks, such interbank 
lending provides a ready short-term outlet for excess funds. Federal 
funds sold, combined with securities bought from banks under repurchase 
agreements totaled $34 billion, or 3.7 per cent of total domestic 
assets, at U.S. commercial banks as of the end of 1974, 

Longer-term loans between banks or bank holding companies, 
such as the loan by Manufacturers Hanover Trust to Franklin New York 
Corporation, are distinctly ditfe-snt from Federal funds transactions. 
In aggregate, these loans do not bulk large enough to warrant major 
concern at the present time. For example, U.S. commercial banks had 
approximately $4.7 billion in loans outstanding to other U.S. banks 
as of the end of 1974, or about one-half of one per cent of total 
domestic assets. 

In individual cases, however, longer-term interbank loans 


could have antitrust implications, and such factors would be taken into 


consideration in processing applications for bank and nonbank 


acquisitions by bank holding companies or for mergers involving State 
member banks, In general, however, the anticompetitive effects of bank- 


to-bank loans are likely to be small because such loans are themselves 


likely to be small. State and Federal statutes place limits on the 
amount of Loans by banks to individual companies--in most cases 


individual loans are limited to 10% of bank capital. The $30 million 


loan by Manufacturers Hanover Trust to Franklin's holding company 


was not likely to have had an important influence on competition 
between the two firms. First, while the loan was relatively large 
in relation to the Franklin organization, it was not so large as to 
enable Manufacturers Hanover to exercize a controlling interest. 
Second, competition between those two firms per se was only one 
element in determining prices in the New York banking market--a 
market populated by six of the seven largest banks in the country. 

An additional concern raised by the practice of interbank 
lending is that such loans may be used in an attempt to satisfy banks’ 
capital requirements. Accordingly, in its July 2, 1975, statement 
concerning a proposal for the inclusion of long-term subordinated 
debt in bank capital structures, the Board indicated that subordinated 
debt sold to other banks would not be allowable as part of bank 
capital structures, except in compelling circumstances. Such forms 
of interbank lending are not ordinarily desirable because capitali- 


zation of the banking system as a whole is not increased as a result. 


Question No. 34 


We would appreciate receiving a memorandum on the rationale 
behind placing foreign banks under the provisions of the Bank Holding 
Company Act. This memorandum should also contain a discussion of the 
type of restrictions which would be placed on foreign bank activities 
in the United States, 

Answer. The two primary reasons for placing all foreign 
banks with commercial banking operations in the United States under 
the Bank Holding Company Act are first, to remove competitive advantages 
that foreign banks may currently have over domestic banks, and second, 
to assure » ome degree of Federal supervision and regulation over all 
foreign bank operations in the United gates, 

Under the Bank Holding Company Act, any foreign bank that 
seeks to acquire control of a State or national commercial bank, or a 
commercial bank organized under the laws of the District of Columbia, 
Puerto Rico, Guam, American Samoa, or the Virgin Islands, must obtain 
the Board's prior approval to become a bank holding company under 
section 3 of the Bank Holding Company Act (12 U.S.C. 1842(a)). If 
approved to become a bank holding company, any such foreign bank must 


register with the Board under the Bank Holding Company Act, and it 


becomes subject to all of the provisions of the Act. 


A foreign bank establishing a branch or agency in the United 


States, or organizing an Investment Company under Article XII of the 


ae 
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New York State Banking Law is, however, not subject to the Board's juris- 
diction under the Bank Holding Company Act because these entities are 
not defined as "banks" under the Act. A foreign bank acquiring a non- 
controlling interest in a U. S. commercial bank also is not subject to 
the Bank Holding Company Act, since the Act applies only to situations 
in which a company acquires control over a U.S. commercial bank. In addi- 


tion , it should be noted that even if a U. S. commercial bank is owned 


entirely by several foreign banks, e.g., European American Bank and 


Trust Company, New York, New York, none of the foreign bank owners is 


required to apply to become a bank holding company if no one of the foreign 
banks controls the bank within the meaning of the Act; and the foreign t2nks 
are not collectively subject to the Board's jurisdiction under the Act if 
together they do not constitute a corporation, partnership, business trust, 


association, or similar organization within the meaning of the Act. 


Since branches, agencies, and New York Investment Companies 
are exempt from the Bank Holding Company Act, a foreign bank can ex- 
pand in these organizational forms free from the multi-State prohibi- 
tions of the Act. Some foreign banks have thus used these organiza- 
tional forms *o establish multi-State commercial banking operations. 
In addition, so long as a foreign bank does not become a bank holding 
company, it may invest in the shares of any U. S. nonbanking company, 


including investment banking concerns, free from the nonbanking 


agency of a foreign bank. The four are: European American Banking 
Corporation, French American Banking Corporation, J. Henry Schroder 


Banking Corporation and Nordic American Banking Corporation. 


prohibitions of section 4 of the Bank Holding Company Act. Some foreign 
banks have taken advantage of this freedom by establishing both in- 
vestment and commercial banking operations in the United States. 

The branch, agency, and New York Investment Company opera~ 
tions of foreign banks are also free at present from any Federal bank 
regulatory or supervisory control. Virtually every other commercial 
banking facility in the United States is subject to examination, super- 
vision, and regulation by the Board, the Comptroller of the Currency, 
or the Federal Deposit Insurance Corporation. Thiers «re inherent cost 
and regulatory advantages that derive from this fseeiom from Federal 
regulation. 

There would be five primary effects of placing all foreign 
banks with commercial banking operations in the United States under 
the Bank Holding Company Act. First, further expansion of the com- 
mercial banking operations of foreign banks in the United States would 
require prior Board approval under the Bank Holding Company Act and 3 
would thus be subject to the same Federal scrutiny on competitive, 
managerial, and other factors that currently applies to U. S, com- 


mercial banks and their parent holding companies under Federal banking 


laws. Second, the further expansion of commercial banking operations 


of foreign banks in the United States would be subject to the multi-State 
restrictions of the Bank Holding Company Act. Third, foreign banks 
would have to have ail their banking entities in the United States 


become insured by the FDIC. Fourth, foreign banks would, except for 
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activities that might be grandfathered, have to conform their nonbanking 


operations in the United States to the provisions of section 4 of the 
Bank Holding Company Act. And last, as bank holding companies, foreign 
banks would be subject to examination vervision, and regulation by 
the Board under the Act and would be subject to the Board's cease-and- 
desist authority against unsound and unsafe practices and violations 
of law. Such cease-and-desist authority would also apply to their 
nonbank operations in the United States. In addition, it should be 
noted that if a foreign bank had to have all of its various banking 
entities in the United States become insured by the FDIC, those entities 
would then be subject to examination by the FDIC and be subject to all 
other provisions of law imposed on insured banks. 

The foregoing effects, however, depend to a great degree 
on the manner in which foreign banks and their operations are made 
subject to the Bank Holding Company Act. In this regard, the Board 
has proposed in its draft legislation, introduced as H. R. 5617, 
comprehensive amendments to the Bank Holding Company Act designed 
to bring foreign banks and thei- commercial banking operations under 
that Act. It should be noted in this regard that the Board's staff 
is currently in the process of preparing a detailed memorandum on 
foreign bank operations in the United States for use by the Subcom- 
mittee and its staff in connection with hearings that the Subcommittee 
may schedule on H. R, 5617. The Board's policy, however, has 
already been presented in the draft legislation embodied in H. R. 


5617. 


uestior. No. 35 


What are the tot: number of institutions and branch offices 
supervised by your agency? 


Answer. As of June 30, 1975, the Federal Reserve had primary 


supervisory authority over 1,064 State member banks with 4,321 branches 


and 4 State member trust companies. 


Question No. 36 


How many of these institutions/branch offices have the 
following: 


A. A designated security officer required by the regula- 
tions promulgated pursuant to the Bank Protection Act 
of 1968 ("BPA") 
Burglar alarms; robbery alarms 
Surveillance cameras 
Surveillance television monitors 
Bait money 

Answer. 

A. Our infoxmation indicates that all banks supervise’ by 
the Federal Reserve have a designated security officer. 

B. Of Federal Reserve State member banks, 95, per cent have 

alarms and 97.6 per cent have vault burglary alarms. 

C and DP. Our statistical records do not differentiate 
between film and television surveillance systems. However, both systems 
mist be capable of producing an identification quality photographic 
print. Cameras covering bank lobby exits are installed in 55.9 per 
cent of our member banks, and 58 per cent of member banks have cameras 
covering teller stations. 

E. We have no exact statistics on bait money at teller 
stations. However, we are unaware of any offices that do not have 


bait money, and a recent sampling survey conducted by the U.S. Marshal's 


Office found that essentially 100 per cent: of ail banking offices had 


bait money. 


Question No. 37 

How do you know the above facts; are they estimates, or 
have you conducted a recent survey? How often do you conduct such 
surveys? Please provide copies of such survey summaries from 1969 
to date. 

Answer. Except as noted, the above statistics were compiled 
from Federal Reserve forms FR-410, entitled "Security and Controls 
Against External Crimes" (copy attached) for the calendar year 1974. 
These forms are completed by the examiner at each examination of a 
State member bank. Data for prior years are not readily available, 
since the information is not regularly summarized but instead is 
reviewed on an individual bank basi, We believe this individual 
review procedure is the proper focus of attention since it is 
appropriate to give weight to circumstances peculiar to a given 
banking institution or banking office when determining the degree of 
bank compliance. Such circumstances include the incidence of crimes 


against particular banking offices and against other banks in the 


area, the location and response time of local law enforcement, the 


availability of firms that maintain and service surveillance equipment 


and alarms, the ability of a bank to afford expensive protection 
devices, and the physical characteristics of the banking office 
structure and its surroundings. 

We are in the process of conducting a further survey at 
this time to refine our information on the degree to which banks 


have installed devices. 


COMPLIANCE WITH REGULATION P 


1. Has a security officer been designated by the board of directors? 
2 Has a security program been developed and effectively implemented? 
3. Do security devices give a general level of protection that is at least equivalent fo the standards described in 


4 Has installation, maintenance and operation of security devices been in accordance with Regulation P? 
5. Do vaults, safes and night depositories meet or exceed the minimum standards described in Regulation P? 
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. Are signs or other means used to publicize 


3. Is armed guard p otection provided during 
non-banking how 1? 


. Are walk-up or drive-in tellers’ stations or 


windows protected by 
barriers? 


CONFIDENTIAL 
SECURITY AND CONTROLS AGAINST EXTERNAL CRIMES 


Are lobby tellers’ stations protected by 
bullet-resistant barriers? 


. Are tellers’ stations protected by an alarm 
? 


system’ 
Are vaults equipped with a burglary 
alarm system? 


- Does the premises have an intrusion de- 


tection alarm system? 
Are vaults equipped with timelock? 


. Is “bait” money included in reserve cash 


held in the vault? 


. Is outeide illumination utilized in dark 


areas where entry might be attempted? 


Question No. 38 

What specialized training do you give to your examiners 
regarding the technical requirements of the BPA regulations such as 
the technical requirements for alarms; and the types of cameras which 
may be too noisy under the BPA regulations which require that cameras 
be "reasonably silent in operations?" (1) (B) Appendix A; amended 
November 1, 1973. 

Answer. 

All newly hired assistant examiners attend a three-week 
training course operated by the Federal Reserve and designed to acquaint 
the examiners with pertinent banking laws and regulations as well as 
to introduce them to examination techniques and practices. Included 
in the curriculum is a session on the Bank Protection Act and the 


implementing regulations. The session is designed to give the 


examiners insight into what constitutes reasonaile compliance with the 


regulations. The instructor acts as a consultant to the Board, and 


is considered an expert in the field of security. 


estion No. 39 
How do you instruct your examiners regarding the "reason- 
ably silent" standard? Please furnish copies of all examiner's 
training materials on bank security. 


Answer. The provision that cameras be “reasonably silent" 


is called to the attention of the examiners as part of the initial 
training referred to in question No. 38. The instructor is aware 

of the physical characteristics of the equipment and the general 
requirements for compliance are passed on to the students, Training 
materials include a copy of the Bank Protection Act and regulations, 
as well as the latest version of the course outline. A copy of the 


instructor's outline for this subject is attached. 
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SCHOOL FOR ASSISTANT EXAMINERS 
BANK EXAMINATION SCHOOL 


Sponsored by 
Division of Supervision and Regulation 


Outline of Material on Regulation ''P*' Covered -- R.I. Bouck or 
A.J. Dahlquist 


EL 


(Give out copy of Regulation P) 


Bank Protection Act of 1968 by Congress (July 7, 1968). 

Concerned with crime against Banks. 

Act has several sections. 

Responsibility Federal Reserve, Home Loan Bank, FDIC, Comptroller 
See Page 10 of Regulation "P.'' (Bank Protection Act) 

About 80 requirements on Br is8. 

Enforcement delegated to F. R. Banks and further to Examiners. 


Examiners go over this with Banks. 


Banks have flexibility in meeting requirements. 


There are sanctions against Banks ($100 - a day). 

Go over several sections. 
1. Scope of Regulation 
2. Definitions -- Defines Banks, hours, tellers' windows, etc. 
3. Section 216.2 Important -- each Bank designates Security 


Officer and what he does in performance of his responsibility. 


Appointed by and reports to Board of Directors and responsbile 
to them only for security. Should inspect and determine bait 
money, alarms. Be sure someone has this title and is per- 
forming. Make sure this is not only in writing. Make sure he 
is keeping Board of Directors apprised. Regulation does not 
require a Protection Officer in each Branch. Must have at 
least one in that Bank. 
Section 216.3 — Security Devices -- Puts responsibility on 
potential victim Banks and if they do not comply, they can be 
fined $100 on each violation. Some devices mandatory and 
some discretionary. Vault lighted if visible from outside. 
Must have tamper-resistant locks on doors and windows. This 
does not necessarily mean dead bolt. 
Three characteristics of a good lock: 
(1) Lock solidly constructed -- can't be ripped with 
screwdriver, 
(2) Must have pin-tumbler lock -- like automobile igni- 
tion as opposed t skeleton key purchased in a hard- 


ware stores, 


(3) Should have dead latching feature -- that cannot be 


moved with plastic (charge card or knife). Window 
lock -- if you have to break window or breaking frame 


this is considered adequate. 
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5. Alarm Systems -- these are good but Appendix ''A" indicates 
that if Police cannot arrive in less than 5 minutes, they are 
not required. Banks in remote areas must have at least a 
telephone. If a Bank has substantial money, they must have 
alarm on vault. Need not go to the Police Department but 
loud bell outside. 

Surveillance camera -- Many Banks elect not to have a 
camera. Some who do not have robberies might be exempt. 
Recently ruled that any Bank that has two or more robberies 
in a two-year period will now be required to have camera, 
Other discretionary features -- Branches in trailers, trucks, 
boats. If a Branch does not keep money overnight and it is 
taken back to main office, vault is not required. 
Question -- 3 types forms -- P-1 (inventory of Protection devices) 
P-2 (Robbery, Burglary or Larceny 
(stealing assets)), 
FR 410 -- Examiner's form. 


All forms come into Examination Department of Federal Reserve 


Banks and should be edited by someone in that Department. 


Some degree of discretion in the Act and this has tc: be weighed, 


If Banks are trying to comply, this is taken into consideration. 
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Section 216.4 -- Security Procedures. Each Bank must draw 


up a program which must include -- inspection and testing of devices 


and maintenance of records of tests. This program must be on file at 
Bank. What has been done maintaining it, etc. Currency in office at 
minimum level and what must be disposed of (shipping to Fed). Tellers 
cash should be at minimum. Tellers must have bait money and prepared 
in accordance with Regulation and recorded properly. Discuss bait 
money. Teller must make up and verify all currency and maintain ina 
safe during non-business hours. Vault closed early as possible and opened 
as late as possible. Must be provision for person to inspect premises early 
to determine that no one is hiding on premises. This is referred to as 
"morning glory crime." Signal to outside -- blinds or lights to indicate all 
- safe. Training and indoctrination for all employees involved in security 
measures. 
Section 216.5 -- filing reports -- each June 30 have to 
recertify. 
Section 216.6 -- Correct action. 
Section 216.7 -- Application to Federal Reserve Banks. 
Appendix "A" -- Gives characteristics of vaults, alarms, etc. The 
Security Office refers to this section for characteristics of items when 


needed. 


Question and answer period. 


Question No 4! 


Wren .  ank is robbed and security deficiencies are called 
to your atteuti~ wy the FBI and ‘the Department of Justice do you wait 
until the next rvu ‘ine examination of the bank to correct security 
deficiencies (whic! may take a year or more) or do you immediately 
provide an examinat.on of that institution to correct such security 


deficiencies? Please provide copies of all internal guidelines for 
such procedures. 


Answer. 


Deficiencies called to our attention by the FBI are referred 
to the Reserve Banks, which ‘mmeiiately communicate with the bank in 


question to insure that the deficiency is corrected, Current policy 


is to report the results of these efforts to the Department of 


Justice. (Attached is a typical letter used for this purpose). 


July 23, 1975 


Mr. Frank B, Kehres 

Chief Examiner 

Federal Reserve Bank of Cleveland 
Cleveland, Ohio 44101 


Dear Mr. Kehres: 


Enclosed is a letter from the Department of Justice 
calling attention to a failure of a member bank in your Dis- 
trict to fully comply with the requirements of Regulation P, 


Please take any indicated corrective action and 
advise this office of the results so that an early response 


can be made to the request contained in the Justice Depart- 
ment's letter. 


Very truly yours, 


Brenton C, Leavitt 
Director 


Enclosure 
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Question No. 41 


The Bank Protection Act of 1968 provides for civil penalties 
of up to $100 per day for violation of the regulations promulgated 
under the Act. How many cases have you referred to the Department of 
Justice under the provision? Has the Department of Justice ever called 
to your attention instances in which violations of the Act may have 
occurred and urged you to review the facts of the case with an eye 


toward invoking the civil penalty provisions of the Act? What has 
been your response in such cases? 


Answer. 
It has been our experience that deficiencies have not 
been intentional and are promptly corrected when breught to the 


attention of.the bank. Imposition of civil penalties in these situations 


is deemed to be inappropriate since the compliance was immediately 


obtained. We are unable to find a record of any instances where 
the Department of Justice called specific violations to our 


attention and urged that we consider invoking civil penalties. 


” 


Question No. 42 

The Department of Justice has recently proposed that the 
BPA regulations be clarified to provide minimum standards for em- 
ployee treining, alarm maintenance and camera maintenance. What are 
your thoughts on these proposals? 

Answer. 

The sank Protection Act regulations at present specify the 
extent of the employee training to be given and require establishment 
of a schedule for inspection, testing and servicing of all security 
devices. The regulations further require designation of an officer or 
employee to be responsible for and maintain a record of such inspec- 
tions, testings, and servicings. Moreover, a written security program 
for each banking office setting forth procedures for carrying out these 
provisions has been submitted to and is on file with the Federal Reserve. 

We have a number of concerns regarding the concept of 
placing into the regulations mandatory minimum standards in the areas 
cited above either as a response to the increased crime rate or as a 


general matter. First, we believe that such mandatory minimum standaras 


as proposed apparently have not had an appreciable effect on the rate of 
crimes against banks. Second, it has been our experience that voluntary and 
educational communications, such as periodic examiner visits and the i 
letter sent to State member banks (attached as part of response to 


question No. 50), generally work well enough to elicit positive responses 


from the vast majority of banks. Third, it would be extremely 


difficult, if not impossible, to tailor such minimum standards so as 
to meet the needs of such a diverse group of banks operating in 


vastly differing environments. Fourth, the legislative history of the 


Bank Protection Act makes it clear that Congress intended 

the agencies to consider the unique circumstances of 

particular banks ia determining their security requirements. It 
should be pointed out, however, that we do not condone any failure 
on the part of the banks to meet the requirements and spirit of the 
regulations. Our examiners review compliance each time a bank is 


examined. In the relatively few instances when we have determined 


that banks have not complied with the regulations as conscientiously 


as they should, we have given the matter prompt attention and the banks 


have taken the necessary actiors to remedy the deficiencies. 


Question No. 43 


Currently the BPA regulations provide for "training and 
periodic retraining" of employees in bank security. There is no 
minimum standard for such training, however, i.e., one hour of 
training each five years would suffice. What clearcut minimum standards 
would you recommend be inserted in the BPA regulations for training 
and retraining of employees in bank security? 


Answer. 
As indicated in answer to question No. 42, we do not 
recommend mandatory minimum standards. In the specific area of 


training, we believe that the imposition of a time requirement fails to 


address the issue adequately, since it is the quality of the training 


and not necessarily the quantity cf it that insures proper performance 


by bank personnel. 


Question No. 44 


How many of your financial institutions train their employees 
in bank security at least one hour, five hours, or ten hours per year? 
Please provide copies of all relevant survey data. 


Answer. We have not collected such statistics, for the reason 


that it would not necessarily verify the sufficiency of a training 


program as indicated by our answer to question numbered 43. 


Question No. 45 


Current BPA regulations provide that a schedule be maintained 
in each bank for the inspection, servicing and testing of all security 
devices, Sec. 216.4(b) (1). This language primarily refers to cameras 
and alarms, Under this broad language, however, there is no minimum 
standard for compliance, i.e., inspection once each 10 years could 
suffice. Certainly some leeway needs te be made for the various 
maintenance requirements of cameras and alarm equipment. However, is 
there *ny reason why the regulations should not provide for testing 
of these devices at least once per month or more often as specified 
in the wanufacturer's individual maintenance requirements? 


Answer. It has been our experience that banks, having purchased 


surveillance cameras, make every reasonable effort to keep them in working 


order inasmmch as they are a relatively expensive investment especially 


for small banks (q high-quality camera system costs about $1,000.00 
and several or more are usually needed in each office.) As with any 
complicated device operational problems sometimes do occur. While it 
may be desirable to have frequent professional testing and maintenance 
of these devices, this may not always be feasible. For example, many 
banks are not within reasonable proximity to firms sapscializing in such 
matters, Moreover, adequate cesting of these devices requires acti- 
vation and development of the exposed film, which is expensive. Unless 
the camera is reloaded and reset by someone knowledgeable about such 
devices, there is a good chance of malfunction. Consequently, testing 
on a frequent basis under these circumstances may actually interfere 
with the reliability of the camera. These are some of the difficulties 
that make the imposition of uniform standards impractical. We prefer, 
as is being done at present, to review maintenanc” 2nd testing 
procedures on a case-by-case basis to determine their adequacy in 


light of the circumstances. 


uestion No. 46 


We note from recent FBI statistics during the first half 
of FY '75 that 72 victim institutions had no alarms and 602 institu- 
tions had no cameras; in 543 cases alarms were not activated; 54 cases 
in which alarms did not work when activated; in 478 cases cameras 
were not activated; and 94 cameras activated did not function 


Properly. What new steps are you taking to prevent such occurrences 
in the future? 


Answer. Since the FBI statistics apply to three bank 
a 
supervisory agencies, plus the Federal Home Loan Bank Board and 


the National Credit Union Administration, we are unable to determine 


to what extent they apply to Federal Reserve State member banks, 


Also, we are unable to locate any specific information from the 
FBI relating these situations to our member banks. As indicated 

in response to question No. 40, the Federal Reserve does take 
immediate steps to effect correction of deficiencies involving 
individual institutions that are ee to our attention by the 
FBI. In addition we have sent a reminder to all State member banks 
calling attention to the most common deficiencies and pointing out 
the urgency and need for compliance with the regulations, and we 
have initiated a new survey to refine our current information on 


the devices installed by banks. We have also requested our examiners 


to give special attention to the enforcement of the regulations, 


estion No. 47 

We understand that some financial institutions may be 
instructing their employees not to activate their alarms or cameras 
under any circumstances until the robbers have left the premises, 

This, of course, may prevent law enforcement officers from apprehending 
the robbers. Can you tell us if this is currently happening? In how 
many cases? We understand that one reason for so instructing employees 
is fear of a shoot out in the bank if police arrive. What steps are you 
taking to insure that banks discuss police arrival steps with local 

law enforcement authorities to prevent the possibility of such oc- 
currences? What are you doing to insure that institutions adhere to 

the BPA regulations which require that security devices be activated 

if it appears "that such activation can be accomplished safely?" 
Appendix B(2). 

Answer. We are not aware that any particular bank is giving 
such instructions to tellers. However, we have been informed that some 
bankers are fearful of shoot-outs in their banking lobbies. In some 
cases, moreover, a close working relationship with the police does 
not necessarily allay these fears,which are based on a number of 
factors, including the level of professionalism of local law enforce- 
ment and casual or improper response to alarms prompted by the high 
number of false alarms. (Ninety-five per cent of alarms made from 
commercial establishments to law enforcement offices are false alarms.) 
It should be noted that fear of physical harm is a very important 


reason why a number of alarms are not activated, especially during 


armed robberies. We do not, however, condone a policy of not activating 


alarms when such activation can be accomplished safely. 


Question No. 48 


Is there any reason why the BPA regulations should not be 
amended to make it mandatory for all financial institutions to have 
both a burglary and robbery alarm? 

Answer. 

There are circumstances that make the use of alarms impractical. 
This occurs most often in rural areas that are located many 
miles from the nearest law enforcement office or that are served by 


a law enforcement office that is not regularly staffed. In such 


cases, we see little point in forcing banks to install costly alarm 


systems which would not be effective. In such cases a telephone call 
moments after a robbery accomplishes the same purpose as an alarm 
system, 

In addition there are branches that handle no cash at all 
and others that receive cash in the morning and send it to another 
office for storage at night, thus eliminating the need for burglary 


alarms. 


Question No. 49 


What would your reaction be to amending the Bank Protection 
Act to provide that any financial institution robbed twice in any 
calendar year must install surveillance cameras or other equivalent 


surveillance equipment? 
Answer. The Board has adopted the policy requiring banks 
robbed twice in any two calendar years to install surveillance 


cameras or other equivalent surveillance equipment. Thus far, State 


member banks affected have complied with this policy. 


Question No. 50 


The Congress has found a direct link between bank security 
and the robbery rate. When you learned that the bank robbery rate 
recently rose to an all time high, what specific steps did you take 


to combat such a rise by increasing emphasis on bank security 
procedures? 


Answer. 


Attached is a copy of a letter that was sent to each State 


member bank when 1974 crime statistics revealed a sharp increase in 


the bank robbery rate. In addition we initiated a new survey (copy 


of form attached) to refine our current information on the degree to 
which banks have complied with the requirements for installation of 
protection devices, and we requested our examiners to give special 


attention to enforcement of the regulations. 
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BOARD OF GCIVERNORS 
oF Tht : 7-7°32 (On office 


FEDERAL RESERVE SYSTEM copies only) 


WASHINGTON, ©. C. 20551 


ADDRESS OFFictaLl PORAESPONOENCE 
TO THE BOARD 


June 5, 1975 


Enclosed is a suggested draft letter for transmittal to the 
Chief Executive Officer of all State member banks outlining deficiencies 
and suggesting corrective action with respect to bank protection pro- 
grams. 


In view of significant increases in crimes against banks, the 
Justice Department has suggested amendments to Regulation P which would 
make many of the discretionary provisions of the Regulation mandatory. 
The Board believes there is a limit as to how much victims can do to 
protect themselves against crimes, and it is not proposing such amend- 
ments at this time. Nevertheless, the Board is concerned about the 
rising crime rate, and it would like to encourage State member ban':s 
to take reasonable steps to install adequate protection programs. In 
this connection, the attached letter is intended to call attention to 


those areas where some {improvement may be needed and to collect informd- 
tion updating our data on security devices now in use. Please ask your 
Examination Department to tabulate the yes and no responses to the 
questionnaire and forward their results to us, 


Sincerely yours, 


ioe: bao i : 


Theodore E. Allison 
Secretary 


Enclosure 


TO THE PRESIDENTS OF ALL FEDERAL RESERVE BANKS 
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June 5, 1975 
SUCGESTZU DRAPT LETTER 
TO THD CHIEF EXECUTIVE OFFICER OF EACH STATE EMBER BANK 

The Federal Bureau of Investigation has reported to the 
Board of Governors of the Federal Reserve System the results of 
recently compiled Fiscal Year 1974 statistics on external crime 
against federally insured and regulated financial institutions. 

For that period there were 2,817 robberies, 359 burglaries and 309 
larcenies for a total of 3,485 offenses, This compares with 2,600 
robberies, 360 burglaries, and 212 larcenies for a total of 3,172 
offenses in Fiscal Year 1973, and is the highest yearly total ever 

amrecorded, In addition, reports for the first half of Fiscal Year 1975 
indicate a further larze increase, 

In view of these record statistics, the Justice Department, 
among other steps, has suggested that regulations implementing the 
Bank Protection Act be considerably strengthened. The Federal leserve 
shares the concern of the Justice Department and believes that every 


reasonable effort should be made by banks to strengthen their security 


systems for both the purpose of deterring crime as well as assisting 


law enforcement officers in identifying and apprehending persons who 
commit such acts, 

In this connection, it has been directed to the Federal 
Reserve's attention by the FBI, and through periodic staff reviews of 


the "Report of Crime" (Form P-2) submitted by each State member bank 


when a crime is attempted or perpetrati i, that deficiencies continue 


to be found in bank Security programs, The taost common deficiencies 


reported are described as follows: 

1) Cameras, Surveillance cameras ure not installed 
in situations where the need is evident, In cases 
where they are installed, they frequently do not 
take useful pictures because of their inadequacies 
or poor maintenance, Identifiable photographs of 
robbers are of tremendous value to the FBI and the 
police in apprehending and convicting bank robbers, 
‘“Bait''! money. Frequently, "bait" money is not 
provided for each teller or the identification of 
the currency is not completely recorded (i.e., 
type of note, denomination, banks of issue, serial 
number, and series year), Unless all of the in- 
dicated information is recorded, and the teller 
has personal knowledge of the contents, the "bait" 
money may have little or no value in later convict- 
ing the robbers, 
Alarms, Alarms are not tested or serviced peri- 
odically, Mal functioning during crimes has been 
reported on numerous Occasions, 


Maintenance of minimum teller cash. Nationwide 
— mum teller cash 


Statistics indicate that the average loss through 


nde 


bank robberies has been .educed substantially 


since enactment of the Lank Protection Act regu- 


lations which require banks to maintain tellers' 
cash at a reasonable minimum, However, reports 
from banks continue to be received indicating 
substantial losses resulting from failure of 
tellers to maintain a minimum volume of till cash. 
Larceny. In almost all cases of larceny, the 
valuables stolen are reported to have been ex- 
posed and not sufficiently attended, permitting 
easy access for the criminal, 

Training programs, Instances are reported where 
the existence of an appropriate and continual 
training program for tellers could have possibly 
resulted in substantial aid to law enforcement 
ofzicers in apprehension and conviction of 
criminals, 

Frequently, bank security officers who complete the ‘Report 
of Crime" suggest improvements in protection equipment that could be 
made to help in preventing such crimes or improvements in employee 
training to better their performance during future similar occurrences, 
It is reported in some of these instances that the bank plans no cor- 
rective action. Too often, unfortunately, it appears that the security 


officer does not have the full support of top management or operating 


he 


ersonnel, In view of the ‘ncrease in crimes against banks, the 
P 4 > 


Federal Reserve feels strongly that the security officer desipnated 


by the Board of Directors should receive the cooperation and encouraze- 
ment of top management in his efforts to improve and maintain an 
adequate security program, 

The Federal Reserve urges you to carefully review your 
security program and to take steps to remedy any deficiencies, par- 
ticularly in the areas cited above. In an effort to update our 
information on security devices presently in use, your cooperation 
is requested in completing the accompanying questionnaire and return- 


ing it in the enclosed envelope at your earliest convenience, 


Enclosure 
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RECAPITULATION OF FACTORS RI!ATING TO BANK CRIMES 
AND TO THE IMPLEMENTATION OF THE "ANK_ PROTECTION ACT OF 1968 


Date 


Name of Bank (or Branch) i Address 


Do you now have robbery alarms at teller stations? 


If you do not now have robbery alarms at teller 
stations, do you have any plans to install such 
alarms in the near future? 


Is your vault or principal storage safe now equipped 
with a burglary alarm? 


If you do not now have a burglary alarm for your 
vault or safe, do you have any plans to install 
such an alarm in the near future? 


Do you now have surveillance camerss installed in 
the banking lobby? 


If you do not now have surveillance cameras installed 
in the banking lobby, do you have any plans to install 
such cameras in the near future? 


Do you have one or more uniformed guards (either 
full or part time) in the lobby during banking hours? 


Do you have one or more uniformed guards (either 
full or part time) in the bank during non-banking 
hours? 


,Are your banking lobby tellers protected by bullet 
resistant construction and matcrials? 


Give number of robberies occurring during the 
past 24 months, 


Give number of burglaries occurring during the 
past 24 months, 


(Signed) 
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August 11, 1975 


Honorable James E. Smith 
Comptroller of the Currency 

1Sth Street and Pennsylvania Avenue 
Washington, D. C. 29220 


Dear Mr. Smith: 


I would like to express my appreciation and that of the 
subcommittee for your informative testimony and responses to 
questions on July 17. A copy of the corrected transcript 
containing your remarks has been received by the subcommittee. 
We would appreciate receiving the responses to the questions 
which follow by August 21 so they can appear in the hearing 
record as a supplement to your remarks. 


Since we did not nave sufficient time to fully pursue 
all the areas of your statement on July 17, we are taking the 
opportunity to submit additional questions, the response to 
which will be of assistance to the subcommittee in connection 
with the ongoing FINE Study. 


Please find enclosed a copy of my letter to Chhizman 
Burns “he subcommittee would appreciate your responses to 
certa . those questions contained in that letter: numbers 
3, 8, 2} 15-25, 28, 29, and 35-50. 


The responses to the following additional questions are 
also required by the subcommittee: 


H.R. 8024 - Title Ir 


i. What tin@tablé.does the Comptroller foresee for the ap- 
peal of IBAA v. Comptroller of the Currency? We are interested 
in knowing when a decision is expected in the appeal of the 
denial of the motion to stay the execution of Judge Robinson's 


Honorable Jemes 8. Smith 
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order; when the Comptroller expects a determination from the 
Department of Justice as to whether an appeal will be taken 
on the merits of the decision; and if an appeal is initiated, 
when the Comptroll«r feels a decision will be handed down. 


2. This jecisicn appears to place commercial banks at an 
apparent disadvantage to thrift institutions in the develop- 
ment of E#” avstens. In light of this, the obher pending 
litigatio: in the area end the possibility of a lengtixy appeal 
process «esulting in a U.S. Supreme Court decision, do you 
now see increased justification for a uniform moratorium con- 
tained in H.R. 8024? 


Security National Bank 


The case of Security National Bank represents the third 
failure of a major bank in an eighteen month period. The 
procedure employed in that case differs from those followed 
in both U.S. National Bank of San Diego and Franklin National 
Bank and thus offers the subcommittee an opportunith to view 
another approach to resolving the problems faced by regulators 
when a bank is about to fail. , 


3. What was the condition of Security National at the time 
the merger with Royal National was approved? 


4. Did tha Comptroller at any time before December 9, 1974, 
realize that a merger or sale was the only means of protect~- 
ing the depositors of Security National? 


5. According to your remarks prior to and during the summer 
of 1974, the bank was facing severe liquidity problems and 
borrowing at a daily average of $330 million, yet it was not 
until January 19, 1975, that you felt it was necessary tc make 
an “emergency” sale of the bank. I understand that you were 

in contact with the Board of Directors and management of the 
bank, yet the situation failed to improve} it only deteriorated. 
Why did the Comptroller wait so long without any sign of in- 
provement in the situation, before it sought a party for a mer~ 
ger or purchaser? : 


6. Would not earlier action have avoided further loss of con- 
fidence in the banking system and have been of some benefit to 
shareholders? 
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7. Why did the Comptroller allow the situation to reach 

an “emergency® stage? What standard was used in determining 
that an emergency situation existed in January, 1975 -- why 
did it not exist in August, 1974? 


8. What were the evaluations of the bank made by the bank 
examiners in the three years preceding the bank's failure? 
What was done to follow up those evaluations -- 


A. Were any restrictions placed on the bank's activi- 
ties? If so, any checks? 


B. Were there moge frequesk examinations? 

C. What early wamning signs were noted? 

Franklin National Bank 

It appears from the reports of the bank examiners who 
examined the Franklin National Bank that as far back as May 


1972, the Comptroller was or should have been aware of the 
tenuous state of the bank. 


Examination Report - 3/72 ~ 5/72: 


volume of criticized loans = 82% of gross capital funds 
Examination Report - 12/72 ~ 3/73: 
volume of criticized loans = 74% of gross capital funds 
% notations by bank examiner: 
"An intolerable high volume of loans subject 
to adverse comment", "suggests strong cor- 
rective measures." 
Examination Report - 11/73 - 3/8/74: 
wolume of criticized loans = 111% of gross capital funds 
notation by bank examiner: “alariaing® 


Examination was resumed on May 8, 1974. 


1956 
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9. What were the channels of communication for these bank 
examiners’ reports? : 


10. Why were there no restrictions placed on the activities 
of Franklin as a result of these reports before it reached a 
crisis level? 


ll. Except for the fact that Franklin had received $1.7 billion 
from the discount window, how did the situation én October 7, 
when the bank was declared insolvent, differ from the situation 
in May? 


12. One of the classic abuses of managerial responsibility 

is bank self-dealing. Self-dealing has been an issue in 

recent bank failures -- the fact that it was an imsue in U.S. 
National is well-known but is less well-known in the case of 
Franklin. Since the events are not well known, some background 
material might be useful. In one case, the bank had made a 
commitment in a syndicated loan to Creditop, an Italian in- 
stitution involved in public finance, and had to disburse 
approximately $70 million in funds in excess of its legal 
lending limit on loan to one borrower of $20 million. 


Franklin had received a fee of $300,000 for the under- 
writing, $100,000 of which was paid to Sindona as a finders 
fee and, when the bank was found to be in excess of its legal 
lending unit, Mr. Sindona agreed to take up the excess through 
a Bapanian financing unit of his Italian real estate company. 
In fact, what happened was that the loan to Creditop was 
shifted to Mr. Sindona’s company and an$80 million deposit 
was made in that company by the London branch of Franklin 
National Bank -- a fact which came out in the prospectus 
Franklin filed with the SEC in March. 


The result of this intricate maneuver was that Franklin 
continued to fund the loan to Creditop in excess of its legal 
limit, and involved itself in substantial self-dealing with 
Sindona. Subsequently, the deposit was withdrawn at the in- 
sistance of the bank's executive committee. 


The other instance of self-dealing involves foreign 
exchange. By June 30, 1974, examiners found that all loan- 
deposit relationships between Pranklin and Sindona ~- related 
enterprises were within the legal ldémits based on the bank's 
capital accounts before foreign exchange losses. However, 
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the examiners reported a total of $297 million of outstanding 
foreign exchange contracts with Bindona-related banks -- $70 
oo more than the bank's total capital funds of $226 mil- 
lion. 


These events raise a number of questions. {ioe 


A. Were those foreign exchange contracts legal -- 
legal in terms of both existing limits on loans to 
one borrower and existing restrictions on self-dealing? 


B. Are examinations of foreign branches adequate to 
reveal self-dealing of the sort described? 


13. You stated on pages 29 and 30 of your prepared remarks 
that you might have used your authority to approve new branches 
as leverage with Franklin, to prod the bank into raising more 
capital funds and improving its management. Recently, the Fed 
has used capital adequacy as a test in curbing the expansion 
of bank holding companies and of banks‘ foreign operations. 

Do you plan to use such a test of capability in the future 

for approvals of branch expansion? 


14. We would appreciate receiving a copy of the Blyth Eastman 
Dillfon & Co. report as well as the New York city Clearing 
House Association in=depth analysis of Franklin‘s operation 
referred to on Page 36 of your prepared statement. 


15. In your prepared statement you set_out your arguments 
supporting the continuation of the "tai-partied regulatory 
system" by saying that the present system allows for needed 
experisantation, healthy flexibility and coordination between 
agencies and that consolidation of the regulatory functions 
would only be a cosmetic approach to solving the existing 
probtems. : 


A. To what extent does this experimentation result 
in inconsistencies and overlapping requirements? 


B. Doesn't this tripartied system enable banks to 
forum shop? 
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C. Do you view the present system which has produced 
three major bank failures in a little over a year as 
demonstrative of “healthy flexibility"? 


D. In retrospect do you see USNB (San Diego), Franklin 
National Bank and Security National Bank as examples 
of expeditious decision-making by the Office of the 
Comptroller, which you state is an advantage of such 

a tripartied system? 


E. You have frequently stated thet all that is required 
to improve the present system is greater coordination. 
In what specific areas do you see the need for greater 
coordination? What steps have been taken and are under 
consideration to insure such necessary coordinaticn? 


16. Because of the national interest in maintaining a stable 
banking system, how extensive do you..see the regulatory 
agency's role in involving itself in the competence of a 
bank's management? 


17. Please provide the subcommittee with a copy of the 
Haskins and Sells study which was to be made available to us 
during the first week of August. 


Once again I wish to express my appreciation for your 
assistance in this matter. 


Sincerely, 


Fernand J. St Germain 
Chairman 
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August 18, 1975 


Dear Mr. Chairman: 


This will acknowledge your letter of August ll, 1975, 
enclosing additional inquiries relating to the subject matter 
under discussion at Mr. Smith's appearance before your 
Committee on July 17. Please be assured we are preparing 
responses to all of your questions and will forward the same 
to you at the earliest possible date. 


Sincerely, 


Sy — Wye s 
ae Donald A. Melbye = 
al Aff¥irs 


Special Assistant for Congression 


The Honorable Fernand J. St Germain 

Chairman 

Subcommittee on Financial Institutions 
Supervision, Regulation and Insurance 

Committee on Banking, Currency and Housing 

U. S. House of Representatives 


2A51E 


Washington, D. ©. 20515 
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Dear Mr. Chairman: 


This will acknowledge your letter of August 13, 1975, 
enclosing certain questions concerning the Comptroller's 
views regarding the adequacy of existing bank statutes, regula- 
tions and supervisory procedures, all in connection with the 
proposed drafting of new legislation on regulatory reform. 
Please be assured we are preparing responses to ali of your 
inquiries and will forward them to you at the earliest possible 
date. 


Sincerely, 


Bed. Donald A. Meibye 


Donald A. Melbye 
Special Assistant for Congressional Affairs 


The Honorable Henry S. Reuss 
Chairman 


Committee on Banking, Currency and Housing 
U. S. House of Representatives 
Washington, D. C. 20515 
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THE ADMINISTRATOR OF NATIONAL BANKS 
WASHINGTON, D.C. 20219 


September 16, 1975 


Dear Mr. Chairman: 

This is in reference to your letter dated August 11, 1975, 
posing a number of additional questions in connection with my 
testimony before the Subcommittee on July 17, 1975. 


Since the questions are numerous and cover a number of 
different subjects, some involving very complex problems, I 
intend to respond in several installments of which this should 
be considered the first. For convenience, the questions are 
repeated and immediately tollowed by my answers. You should 
feel free to reorganize the sequence of questions in any hearing 
record which includes my July 17 testimony or in any subsequent 
Subcommittee report so long as my responses appear with the 
related question and are printed in full. 


H. R. 8024 - Title 1f 


What timetable does the Comptroller foresee for the 
appeal of IBAA v. Comptroller of the Currency? We are 
interested in knowing when a decision is expected in 

the appeal of the denial of the motion to stay the 
execution of Judge Robinson's order; when the Comptroller 
expects a determination from the Department of Justice 

as to whether an appeal will be taken on the merits of 
the decision; and if an appeal is initiated, when the 
Comptroller feels a decision will be handed down. 


Al. The Solicitor General has authorized an appeal from the 
July 31, 1975, adverse decision of the district court in IBAA, 
et al. v. Smith, D.D.C., Civ. No. 75-0089. A motion for a stay 
of the district court's order pending appeal is now under 
advisement by the U. S. Court of Appeals for the District of 


Columbia Circuit, and a decision is expected momentarily. In 
‘the motion for a stay pending appeal the attorneys for the 
Comptroller estimated that the appeal would take at least a year. 


2. This decision appears to place commercial banks at 
an apparent disadvantage to thrift institutions in the 
development of EFT systems. In light of this, the 
other pending litigation in the area and the possibility 
of a lengthy appeai process resulting in a U. S. Supreme 
Court decision, do you now see increased justification 
- for a uniform moratcrium contained in H. R. 8024? 


A 2. The branch banking provisions of the McFadden Act, which 
are at the heart of the litigation involving the Comptroller's 
ruling authorizing national banks to establish customer bank 
communication terminals, are ill suited because of their strict 
geographic and capital restrictions to the regulation of an 
electronic funds transfer system. Such EFTS developments were 
not envisioned by Congress in 1927. Thus EFTS surely is an 
appropriate subject for legislation, as Congress seems to have 
recognized by the establishment of the National Commission on 
Electronic Funds Transfers. The question now before the Congress 
is what, if anything, to do pending receipt of the Commission's 
- recommendations. 


I continue to believe that a moratorium of any sort is the 


wrong approach for Congress to take. If Congress is concerned, 
as it should be, about inequities which might arise between 
national banks on the one hand and federally chartered savings 
and loan associations and state banks in some states on the other 
hand, the appropriate solution would be to confer upon the 
Comptroller powers similar to those of Home Loan Bank Board 

and many state banking commissioners, i. e., the power to issue 
legislative type regulations authorizing the establishment of 
remote electronic facilities by national banks. I continue to 
believe that developments in this area by financial institutions 
are unlikely to outrun the ability of the banking agencies and 
the Home Loan Bank Board to take effective regulatory steps 
where appropriate, or the ability of the National Commission to 
recommend legislation for the Congress. One example of such a 
regulatory measure, which has now been enjoined by the courts, 


is the 50-mile limitation on exclusive terminals imposed by the 
Comptroller's amended ruling of May 1975. A moratorium would 
only serve to deprive the public of useful and convenient banking 
services and to delay the experimental and evolutionary process 
that must take place at whatever time financial institutions 
begin to encounter EFTS. Additionally, a moratorium would put 
financial institutions even further behind retailers, credit 

card companies, and other unregulated entities who, I am informed, 
now have in place a thousand times more point of sales terminals 
than do all financial institutions. 


Security National Bank 


The case of Security National Bank represents the third 
failure of a major bank in an eighteen-month period. The pro- 
cedure employed in that case differs from those followed in both 
U. S. National Bank of San Diego and Franklin National Bank and 
thus offers the subcommittee an opportunity to view another 
approach to resolving the problems faced by regulators when a 
bank is about to fail. 


Q 3. What was the condition of Security National Bank at 
the time the merger with Royal National Bank was approved? 


A 3. Security National Bank was not a "failure" in the legal 
sense since no receivership was involved and shareholders 
received a consideration of $40 million. However, it is true 
that it faced probable failure if not sold beforehand. The 
condition of Security at the time of the approval of its 
acquisition of Royal, April 5, 1972, was rated by our examiners 
as “fair”. As of March 21, 1972, it had total assets of 
$1,389.7 million, loans of $772.6 million, deposits of $1,121.7 
_._Million. Gross capital was $98.4 million and after adjustment 
for loans classified as losses and one-half of loans classified 
as doubtful, $93.9 million. Security's gross capital and 
reserves, on May 5, 1972, were equal to only 7.79% of its 
total deposit and other liabilities while Royal had gross 
Capital and reserves equal to 17.3% of its total deposits and 
liabilities on that same date. Thus, when consolidated, the 
combined capital and reserves would be equal to 9.2% of deposit 
and other liabilities, reflecting an improved position for 
Security's depositors. Security's loans were 8.2 times its 
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gross capital and reserves, but Royal's loans were only 4.8 
times its gross capital and reserves. Therefore, Security 
was not as heavily loaned after the merger with loans 
representing 7.2 times gross capital and reserves. 


Q 4. Did the Comptroller at any time before December 9, 1974, 
realize that a merger or sale was the only means of 
protecting the depositors of Security National? 


A 4. Prior to the end of 1974 when the bank faced the publication 
of large loan loss figures, it was thought that Security's problems 
could be solved by either internal strengthening or sale. It 
became apparent in January 1975 that the bank faced the loss of 

its short-term funds availability and tiat sale or closure were 
the only options left. 


Q 5. According to your remarks prior to and during the summer 
of 1974, the bank was facing severe liquidity problems 
and borrowing at a daily average of $330 million, yet it 
was not until January 19, 1975, that you felt it was 
necessary to make an "emergency" sale of the bank. I 
understand that you were in contact with the Board of 
Directors and management of the bank, yet the situation 
failed to improve; it only deteriorated. Why did the 
Comptroller wait so long without any sign of improvement 
in the situation, before it sought a party for a merger 
or purchaser? ’ 


A 5. Although Security's short-term borrowings reached a high 
in August of 1974 with average daily borrowings of $330 million, 
there was subsequent improvement. The bank's reliance on 
short-term borrowed funds decreased to $212 million in October, 
and although there was concern about the condition of the bank, 
it did appear at this point, that emergency action could be 
avoided. 


It also was apparent, however, that Security might not be 
able to survive as an independent bank. Thus, as early as 
August of 1974, we recommended to the bank's management that it 
should begin to explore the possibility of merger with a larger 
institution. 


Would not earlier action have avoided further loss of 
confidence in the banking system and have been of some benefit 
to shareholders? 


A 6. No. If by “earlier action" is meant an earlier sale, then 

we must refer to the nature of the Comptroller's legal authority 

in such decision making. The bank's board of directors first 

must approve any merger agreement. ‘The Comptroller then may 

waive shareholder approval of the agreement, but only if a 

bonafide emergency exists. See 12 USC 181 and Minichello v. 

Saxon, 266 F. Supp. 729 (1967). In the absence of such an 
emergency, a publicly held bank can only be sold by the initiative 
of its directors, ratified at a duly called meeting of shareholders, 
assuming that a purchaser is available. 


If by “earlier action" the question refers to supervisory 
action to achieve internal strengthening, we submit that everything 
possible in that direction was done. Meetings were held with the 
directors following each critical examination, exhorting and 
urging them to strengthen management and capital. The Comptroller's 
Office does not have statutory authority or funds, however, to 
buy capital of a bank or to hire new management. These improve- 
ments must be accomplished by the bank itself. It was, Of course, 
difficult for any major bank to raise capital in 1973 and 1974. 


7. Why did the Comptroller allow the situation to reach 
an "emergency" stage? What standard was used in 
determining that an emergency situation existed in 
January 1975 -- why did it not exist in August 1974? 


A 7. The first part of the question assumes that the Comptroller 
has absolute power to preve.t a national bank's financial condition 
_from deteriorating. I cannot accept that as a realistic premise. _ 
National banks, as you know, are shareholder owned private 
corporations subject to the same risks and rew.rds of private 
enterprise as any other corporation. The Comptroller's Office 

did everything it could do to assist womnrity. 


The second part of the question was dealt with, I believe, 
in my prepared statement on July 1.7. In August, the bank's 
liquidity and asset condition had not reached the crisis stage. 


Money market funds were obtainable during the summer and fall 
with increasing difficulty and by January 13, 1975, because 

of unfavorable publicity were virtually unobtainable. Similarly, 
the deterioration on the asset side was not critical until it 

was ascertained that year-end figures would show heavy loan 
reserve requirements, a precarious capital position and inability 
to pay the first quarter dividend. 


I have publicly stated, however, that I am disatisfied 
with the tools we have been using to grapple with problems 
at large institutions I believe that much can be done to 
improve our capacity 9 supervise banks in difficulty and we 
are hard at work developing new techniques for spotting and 
dealing with such banks. 


Q 8. What were the evaluations of the bank made by the 
bank examiners in the three years preceding the 
bank's failure? What was done to follow up those 
evaluations -- 


A. Were any restrictions placed on the bank's 
activities? If so, any checks? 


B. Were there more frequent examinations? 
C. What early warning signs were noted? 


A 8. The record shows that the bank was under examination 
during the following periods: 


March 21, 1972 through May 19, 1972 
January 29, 1973 through April 19, 1973 
October 24, 1973 through April 1, 1974 
___ June 24, 1974 through September 25, 1974 _..__-_____— 
December 9, 1974 through January 18, 1975 (date of sale 
to Chemical) 


These examinations were more frequent and lasted longer than 
would be typical for a bank of this size. 


In each of these examinations, the examiners found serious 
problems with the bank's loan portfolio. By 1973 and 1974 the 
examiners also believed that the bank's capital accounts were 
insufficient. Various periodic reports were requested from the 
bank to monitor the situation. Additionally, a special meeting 
was held after each examination with the bank's full board of 
directors to impress upon the board the nature of the bank's 
difficulties. Those meetings were attended by Regional 
Administrator Van Horn as well as the senior examiner in charge 
of the last examination. 


In my testimony on July 17, 1975, I described the steps 
taken by this Office in the months immediately prior to the 
sale. 


Franklin National Bank 


Q 9. It appears from the reports of the bank examiners who 
examined the Franklin National Bank that as far back as May 
1972, the Comptroller was or should have been aware of the 
tenuous state of the bank. 


Examination Rep* t March 1972+--May 1972: volume 
of criticized Loans = 82% cf gross capital funds. 


Examination Report December 1972--March 1973: volume 
of criticized loans = 74% of gross capital funds, 
notations by examiner: "An intolerable high volume 
of loans subject to adverse comment, suggests strong 
corrective measures." 


Examination Report November 1973 - March 8, 1974: 
volume of criticized loans = 111% of gross capital 
~~“funds, notation by bank examiner: "Alarming." = 


Examination was resumed on May 8, 1974. 


What were the channels of communication for these bank 
examiners' reports?. 


A 9. The examiner writes his report in long hand or rough 
typed draft and rails it to the regional office within 10 days 
after the closing date of the examination. A regional clerk 
reviews “zhe report for grammatical and arithmetic accuracy 
and the report is retyped in the regional office. Copies of 
the report are then mailed with transmittal letters from the 
Regional Administrator to the Office of the Ccaptroller of the 
Currency and to the bank's beard of directors. 


Reports of examination x«eceived by the Comptroller's 
Office are first reviewed by an assistant chief national benk 
examiner and then forwarded with comments to a deputy comptroller 
of the currency assigned to super se certain geographic regions. 


The above describes the standard handling of examination 
reports in effect during the Franklin examinations. Of coursr, 
wher= situations demanding immediate action are uncovered, 
examiners are expected to telephone their supervisors for 
instructions. 


In October of 1974 procedures were changed to emphasize 
prompt telephonic and letter reports to the Washington Office 
when a serious problem is encountered. It is our hope and 
expectation that as a result of present reorganization of the 
Office, the more efficient communication channels will exist 
between examiners and the regional and Washington offices. 


Q 10. Why were there no restrictions placed on the 
activities of Franklin as a result of these 
reports before it reached a crisis level? 


A 10. The asset problems identified in the examination reports 
of March and of December 1972 could not have been corrected by 
placing restrictions on the bank*s activities. These problems 
would be corrected by closer supervision by the bank of its own 
lending and collection activities. The Comptroller's Office 
encouraged such closer supervision, and the bank's loan 

portfolio did not materially deteriorate during 1973 and 1974. 
The basic problem with Franklin was the bank's liquidity, not 

the quality of its assets. Had the bank's sources of funds 

not dried up, Franklin probably would not have become insolvent. 


The examination begun in November of 1973 and ending in 
March of 1974 identified the bank's liquidity problems. we 
immediately began to explore appropriate remedies for these 
problems. The loss of confidence in the bank occurring in the 
spring of 1974, however, as detailed in my prepared statement, 
made it impossible to implement any effective corrective action. 


As noted in my prepared testimony, we are instituting a 
National Bank Surveillance System based upon frequent periodic 
statistical reports from national banks. 


Q 11. Except for the fact that Franklin had received $1.7 
billion from the discount window, how did the situation 
on October 7, when the bank was declared insolvent, 
aiffer from the situation in May? 


A ll. In May, Franklin was a pank with a base of volatile 
liabilities. Those liabilities were running out of the bank 
and that situation could be corrected only by converting assets 
rapidly to cash or by restoring public confidence in the bank. 
During the period of May to October, the departing liabilities 
were replaced by borrowings from the Federal Reserve Bank of 
New York; however, that assistance can only be provided when 
there is hope of completing successful plans to convert 

assets ic cash and/or restore public confidence. Diligent 
efforts were made during the period of May to October to 

sell th< best quality assets of the bank and to restore 
confidence in the bank through new management. The bank and 
this Office were obliged to exert their best efforts to try 
those two corrective actions. The situation differed on 
October 7, simply because those actions had been attempted 
during the intervening period and none were successful. 
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One of the classic abuses of managerial responsibility 
is bank self-dealing. Self-dealing has been an issue 
in recent bank failures -- the fact that it was an 
issue in U. S. National is well known but is less well 
known in the case of Franklin. Since the events are 
not well known, some background material might be 
useful. In one case, the bank had made a commitment 
in a syndicated loan to Crediop, an Italian institution 
involved in public finance, and had to disburse 
approximately $70 million in funds in excess of its 
legal lending limit on loan to one borrower of $20 
million. 


Franklin had received a fee of $300,000 for the 
underwriting, $100,000 of which was paid to Sindona 
as a finders fee and, when the bank was found to be 
in excess of its legal lending unit, Mr. Sindona 
agreed to take up the excess through a Bahamian 
financing unit of his Italian real estate company. 

In fact, what happened was that the loan to Crediop 
was shifted to Mr. Sindona's company and an $80 
million deposit was made in that company by the London 
branch of Franklin National Bank -- a fact which came 
out in the prospectus Franklin filed with the SEC in 
March. 


The result of this intricate inaneuver was that 
Franklin continued to fund the loan to Crediop in 
excess of its legal limit, and involved itself in 
substantial self-dealing with Sindona. Subseguently, 
the deposit was withdrawn at the insistence of the 
bank's executive committee. 

~The other instance of self-dealing involves foreign 
exchange. By June 30, 1974, examiners found that all 
loan-deposit relationships between Franklin and 
Sindona -- related enterprises were within the legal 
limits based on the bank's capital accounts before 
foreign exchange losses. However, the examiners 
reported a total of $297 million of outstanding 
foreign exchange contracts with Sindona-related 

banks -- $70 million more than the bank's total 
capital funds of $226 million. 
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These events raise a number of questions. 


A. Were those foreign exchange contracts 
legal -- legal in terms of both existing 
limits on loans to one borrower and existing 
restrictions on self—dealing? 


Are examinations of foreign branches adequate 
to reveal self-dealing of the sort described? 


A 12.A. Foreign exchange contracts are not subject to the 
bank's lending limits. A foreign exchange contract is not an 
extension of credit as that term is used in 12 usc 84. A 
foreign exchange contract is simply an agreement between two 
parties to make an exchange of currencies at a future time 
and at a price decided upon when the agreement is made. The 
transaction initially is a commitment to buy or sell rather 
than an extension of credit. 


The total amount of a single foreign exchange transaction 
cannot be deemed as subject to a credit risk nor can the aggregate 
amount of a series of foreign exchange transactions with a single 
customer be deemed as a credit risk. A credit risk can be defined 
as the amount at risk by a lender due to a borrower's inability 
to pay or failure to pay. On a single foreign exchange trans- 
action, if a customer fails to deliver to the bank and the bank 
has prudently hedged the transaction, the bank must pay the 
hedging contract by purchasing the required currency at the then 
market price. Depending upon market conditions, the bank could 
take a loss equivalent to a fraction of the aggregate contract. 
The bank could lose the entire amount of the contract only if 
the bank made its delivery and the counter party neither made 
the exchange nor returned the bank's funds. The aggregate of a 

series of contracts with one customer—couid be measured -asto——--- 
eredit risk only as a fraction of the aggregate amount outstanding. 
For credit evaluation purposes, bankers and examiners do consider 
those fractional credit risks on foreign exchange contracts along 
with the amounts of direct and contingent extensions of credit. 
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A 12. B. Since London is the major center for foreign exchange 
activity, our best foreign exchange examiners are located there. 
We consider their examinations of London branches to be adequate. 


Assets and liabilities of foreign branches, are in 
bookkeeping, moved from location to location as will best benefit 
a bank and its customers on an earnings basis. Therefore, it 
would be impossible to physically move examiners through a 
foreign branch system as fast as assets and liabilities can be 
shifted from branch to branch by wire. Therefore, we employ a 
system of foreign branch examinations which require a simultaneous, 
detailed report on certain assets and liabilities as of a common, 
surprise date. Those detailed reports are received by our examiners 
at centralized domestic and foreign centers where the related 
credit data are located and the credit and any self-dealing 
aspects of all of a bank's foreign branch assets are reviewed 
with those procedures. Those procedures prevent the hiding and 
shifting of possible self-dealing transactions throughout a bank's 
global banking system. Those procedures also involve audits of 
the material presented to the examiners by internal bank auditors 
in the foreign countries. Following such examinations, crews of 
examiners are sent to the foreign branches of national banks in 
countries permitting their access. During those examinations, 
the material submitted to a center for evaluation during a prior 
examination is audited by our examiners for accuracy. We do 
believe examinations of foreign branches are adequate to reveal 
self-dealing of the sort described. 


Upon this Office's learning of the loan from the Franklin 
National Bank to the Italian Public Statutory Credit Institution 
(CREDIOP), we commenced an investigation to determine the 
involvement of the bank: in this situation. Apparently, Mr. Sindona 
asked Franklin National Bank whether it, together with other major 
banks both foreign and domestic, desired to be a manager for a 
substantial loan to the Italian Public Utility. As a manager, 
the bank would act as an agent in selling various portions of the 
loan and would receive a fee for its services. Certain 
representations were made to the bank concerning the commitment 
by various institutions to participate in the loan. Apparently, 
based upon these representations, the bank considered that the 
function of a manager in conjunction with other banks was 
satisfactory. 
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The information we uncovered in this matter has been 
furnished both to the United States Attorney and to the 
Securities and Exchange Commission for their review. In light 
of the investigations being conducted both by the United States 
Attorney's Office and the Securities and Exchange Commission, it 
would be inappropriate for this Office to comment as to the 
legality of this particular transaction. 


Q 13. You stated on pages 29 and 30 of your prepared remarks 
that you might have used your authority to approve new 
branches as leverage with Franklin, to prod the bank 
into raising more capital funds and improving its 
management. Recently, the Fed has used capital 
adequacy as a test in curbing the expansion of bank 
holding companies and of banks‘ foreign operations. 

Do you plan to use such a test of capability in the 
future for approvals of branch expansion? 


A 13. It is questionable whether the withholding of branch 
approvals would have helped or aggravated Frankiin's problems. 
The restriction of a bank’s activities does not necessarily 
cure a bank's problems. This Office did receive and approve 
applications for branches during the period of 1970 - 1973. 
Each such application was consideref on its own merits by a 
field examiner, by the regional office, and by several persons 
in the Washington Office. This bank's problems were primarily 
mismanagement, unprofitable operations and a mismatched mixture 
of assets and liabilities. A lack of confidence triggered by 
adverse earnings reports during an unstable economic period 
caused purchased money to flow out of the bank faster than 
assets could be converted to cash. While some purchased money 
certificates of deposit could have been generated by the bank's 
branch system, most of the deposits generated by branches are 
--stable;—Therefere,- the-establishment—of—branches-is-usually——-—-— 
beneficial, especially for banks in need of stable liabilities. 


We are at present engaged in drafting written guidelines 
for the guidance of Regional Administrators and the public in 
acting on branch applications. Certainly, management capability 
and capital strengths are factors we will continue to consider. 
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We would appreciate receiving a copy of the Blyth 
Eastman Dillon & Co. report as well as the New York 
City Clearing House Association in-depth analysis 
of Franklin's operation referred to on page 36 of 
your prepared statement. 


A copy of the Blyth Eastman Dillon report is attached. 
The New York City Clearing House Association analysis 
was not furnished to us in writing. 


In your prepared statement you set out your arguments 
supporting the continuation of the "tripartied 
regulatory system" by saying that the present system 
allows for needed experimentation, healthy flexibility 
and coordination between agencies and that consolidation 
of the regulatory functions would only be a cosmetic 
approach to solving the existing problems 


A. To what extent does this experimentation 
result in inconsistencies and overlapping 
requirements? 


Doesn't this tripartied system enable 
banks to forum shop? 


Do you view the present system which has 
produced three major bank failures in a 
little over a year as demonstrative of 
"healthy flexibility” ? 


In retrospect do you see USNB (San Diego), 
Franklin National Bank and Security National 
Bank as examples of expeditious decision-making 
by the Office of the Comptroller, which you 
state is an advantage of such a tripartied 
system? 


You have frequently stated that all that is 
required to improve the system is greater 
coordination. In what specific areas do you 

see the need for greater coordination? What 
steps have been taken and are under consideration 
to insure such necessary coordination? 


1975 


— 15 = 


A 15.A.The question appears to overlook the fact that each 
agency examines a different group of banks. The Comptroller, 
national banks; the FDIC, state non-member banks and the Federal 
Reserve examines state member banks. This situation presents 

a highly favorable atmosphere for concurrent experimentation 
with varying approaches, without overlapping or inconsistent 
requirements. i 


My refergmce to experimentation was made more in regard 
to the supervisory role than the regulatory function. As I 
indicated, the examining tools need refinement if they are to 
be relevant to the changed world of banking. Perhaps too much 
emphasis has been placed upon a detailed review of the loan 
portfolio as the key to determining the health of the 
institution. The verification method must be de-emphasized 
and analysis of internal procedures and ratios enhanced. 
A system of constant supervision must be established through 
the use of computers and more frequent data collection. As I 
described to you, this is the purpose of National Bank Surveillance 
System. It will act as an aid in noting problems as well as 
allow for a more rational allocation of human resources, i. e., 
if a problem seems to have developed in a particular area as 
indicated by several ratios, this Office will undertake a limited 
examination designed specifically to treat with the problem area. 


The FDIC has experimented with other methods of approach 
and I expect some useful exchanges of information between the 
two agencies. But our approaches differ and I am unconvinced 
that consolidation of the experiments would cause the quickest 
discovery of the best system. It is often wise to allow a little 
diversity. 


B. I am not inclined to use the term "forum shopping" 
in regard to the dual banking system. For over 100 years banks 
have had an alternative in their regulatory agencies. The 
System has not encouraged weakness in the banking system or 
the agencies themselves. Unlike governmental units which have 
stultified their charges, banking agencies have produced a 
-thriving industry. As President Franklin Roosevelt once 
observed, government functions best when the units are not 
powers unto themselves. 
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C. I frankly fail to comprehend the connection within 
this query since the two banks which failed had not been 
involved in "shopping." (Strictly speaking Securty National 
of Hempstead never failed but was acquired by Chemical.) 

The three banks' problems were completely irrelevant to a 
diversity of regulators. USNB failed as a result of rampant 
self-dealing. Franklin was a complex case having to do with 
an earnings decline causing a reach for rapid profitability. 
There is no connection at all to the bank's having had an 
option to convert to a state charter. 


D. My discussion of expeditious administrative action 
had reference to the regulatory as opposed to the supervisory 
function. It would be difficult to differentiate speed of 
response among the three Federal banking agencies in the 
supervisory area. The three closely resemble one another in 
this regard; however, in the regulatory world of rule-making 
and interpretation, the chief executive structure does allow 
for more rapid response. 


E. While I believe that coordination is of course 
necessary, I do not recall emphasizing it as an exclusive 
remedy. Neither do I believe that such coordination is now 
lacking. There are several areas in which greater cooperation 
would prove beneficial. For example, it would be useful to have 
greater sharing of information regarding trends within the 
industry and examination techniques. Technological advancements 
necessitate close coordination in order to provide uniform 
regulation of such matters as criminal intervention of 
electronic funds transfer systems. 


Q 16. Because of the national interest in maintaining a 
stable banking system, how extensive do you see the 
regulatory agency's role in involving itself in the 
competence of a bank's management? 


A 16. As you know, Congress has provided some guidance on this 
question since it has directed me to consider managerial competence 
before certifying to the FDIC that a new national bank has been 
properly organized. See 12 use 1814 (h) However, once 

a bank has commenced business, Congress has stopped short of 
‘giving any Federal regulator the power to order the removal of a 
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bank officer or director on the grounds of mere incompetence. 
Under the present law, 12 USC 1818(e) (4), such an order must 
be based on a formal administrative finding of "personal 
@ishonesty." The Subcommittee has recently received a joint 
legislative proposal for the three agencies recommending that 
“gross negligence in the operation or management of the bank” 
be made a ground for removal. I urge prompt consideration of 
this legislation. 


Moving away from the strictly legal area, I, as any 
bank supervisor, am most concerned about the quality of bank 
Management. All examination forms require the examiner to give 
his frank assessment of management capability and where these 
requests show serious deficiencies, Regional Administrators 
counsel with directors and even assist in finding new officers 
on occasion. 


More important than these occasional recruiting efforts 
is this Office's present efforts in conjunction with Haskins & 
Sells, to develop a computerized ratio analysis system for 
detecting unfavorable trends in a bank. We are hopeful that 
this system will provide management data assistance especially 
to smaller and medium-sized banks lacking resources to develop 
their own such system. 


In the last analysis, however, I do not believe it is 
the function of government to underwrite or guarantee the 
competence of business, and that includes banking. Bank 
supervisors could so closely regulate banks as to prevent any 
bank from ever failing. But if this standard were adopted as 
a matter of policy, we would have a banking system operating 
at about fifty or sixty percent of its capacity and not serving 
the economic needs of the country, 
Q 17. Please provide the subcommittee with a copy of 

the Haskins & Sells study which was to be made 

available to us during the first week of August. 
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A 17. I have previously supplied each member of the Congress 
a copy of the report. 


Sincerely, 


(Signeg) James E. Smith 


James E. Smith 
Comptroller of the Currency 


The Honorable Fernand J. St Germain, Chairman 

S “committee on Financial Institutions 
Supervision, Regulation and Insurance 

Committee on Banking, Currency and Housing 

U. S. House of Representatives 

Washington, D. C. 20515 
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August 13, 1975 


Honorable Frank R. Wille 
Chairman t 
Federal Deposit Insurance Corporation 
550 17th Street, N.W. 

‘Washington, D.C. 20429 


Dear Mr. Chairman: 


I would like to express my appreciation and that of the 
subcommittee for your informative testimony and responses 
to questions on July 21. 


A copy of the transcript containing your remarks before 
the subcommittee has been furnished you under separate cover, 
some time ago, and I have been assured by your staff that 
the corrected transcript will be returned to us no later than 
Friday, August 15. Additionally we would appreciate receiving 
your responses to the questions which follow by August 25. 


Since we did not have sufficient time to fully pursue 
all the areas of your statement on July 21, we are taking 
the opportunity to submit additional questions, the response 
to which will be of assistance to the shbcommittee in con- 
nection with the ongoing FINE Study. 


Please find enclosed a copy of my letter to Chairman 
Burns. The subcommittee would appreciate your responses 


to certain of those questions contained in that letter: 
numbers 3, 5, 6, 17-21, 23-26, and 35-50. 


The responses to the following additional questions 
are also required by the subcommittee: 


To what extent was the FDIC consulted from May to 
October with regard to the solvency of Franklin? 
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As you indicated on page 911 of the hearing record, 
please provide us with a memorandum on Mr. Sindona's relation- 
ship, direct or indirect, with any of the six parent banks 
' of the European-American Bank and Trust Company. 


We would appreciate receiving a statement on the uses 
to which Fipaklin put the funds received from the repayment 
by consumers-of loans during the period when the discount 
window was available to Franklin. 


In your prese release of May 14, 1975, reporting of) the 
receivership of Franklin National Bank, you noted that the 
period during which European-American Bank and Trust Co., 
has been allowed to select assets of Franklin had been extended 
to the end of June. From the press release, it appears that 
approximately $55 million of the $1.487 billion of assets which 
were to be selected were selected between February and June. 
This is not a great portion of the total, but it raises questions 
as to how Franklin's liabilities which European-American assumed 
immediately on October 8, 1974, were employed while assets were 
being selected. Since European-American had to earn income in 
order to pay interest on those deposits, it must have employed 
the funds in loans or investments of some sort during the 
interim period. 


Could this have been a factor in delaying the process of 
selection? Was it necessary for European~American to wait for 
some of these interim investments to mature before assuming 
Franklin's loans? 


With the benefit of experience and hindsight, what dis- 
advantages did the selection process present which the FDIC 
might wish to avoid in the future? Did the delay in resolving 
the assumption of loans cause hardship to borrowers? Were any 
of the $8 million of advances te 50 borrowers to protect the 
value of Frknklin assets being administered by the FDIC related 
to the delay in resolving which assets would be assumed by 
European-American? ; 


In your follow-up letter of January 27 on the USBB hearings, 
you stated that “(t]he information which we receive, however on 
the Federal Reserve discount window operations leave much to be 
desired,". Yet, from your testimony before the subcommittee on 
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July 21, it appears that those coordination problems which 
existed in January have been resolved. The subcommittee 
would appreciate knowing what new procedures have resulted 
in this improved communécation; what type of reports the Fed 
transmits to the FDIC concerning the use of the discount 
window; and whether such reports are provided to the FDIC on 
all banks which use the discount window or only those 

which borrow funds for more than a certain period of time. 
We would also like to see copies of such reports. 


In addition, the subcommittee is interested in the PDIC's 
views on whether it is appropriate to allow a failing bank 
access to the discount window, especially over a prolonged 
period of time and what the FDIC considers a reasonable use 
of the discount window. 


As you indicated on page 981 of the hearing record, 
please provide the subcommittee with a memorandum on the 
FDIC's involvement with the Northern Ohio Bank. This memo- 
randum should include a discussion of the FDIC's appraisal 
of Mr. Richard Palmer and why it appears to have changed 
its original opinion of Mr. Palmer, along with excerpts from 
the bank examination report that relate to bank transactions 
with Mr. Alex Dandy. 


The Fed has recognized that difficulties have arisen 
with respect to the management of bank holding companies. 
As you know, the bank holding company area is a component 
of the FINE Study and thus, the subcommittee is interested 
in knowing what the FDIC has done regarding this matter. 


In a review of the events which led up to the failure 
of USNB, we have seen that communication problems exist 
between the FDIC and the Comptroller, even though the Comp- 
troller is a member of the Corporation. The Comptroller 
stated in the correspondence following the hearings on the 
USNB bank failure that reports on failing banks are supplied 
to the FDIC well before a declaration of insolvency is made 
"to maximize supervisory resources." How is this accomplished? 
It does not appear to have worked in the case of USNB. Was 
it successful in the case of Frknklin? What were you planning 
to do in the case of Security National in the event that a 
sale could not be negotiated? 
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In your prepared statement you set out your arguments 
supporting the continuation of the “tripartied regulatory 
system" by saying that the present system allows for needed 
experigmentation, healthy flexibility and coordination be- 
tween agencies and that consolidation of the regulatory func- 
tions would only be a cosmetic approach to solving the exist- 
ing problems, 


A. To what extent does this experimentation result 
in ¢nconsistencies and overlapping requirements? 


B. Doesn't this tripartied system enable banks to 
forum shop? 


C. Do you view the present system which has produced 
three major bank failures in a little over a year as 
demonstrative of “healthy flexibility"? 


D. In retrospect do you see USNB (San Diego), Franklin 
National Bank and Security National Bank as examples 
of expedttious decision-making by the Office of the 
Comptroller, which you state is an advantage of such 

a tripartied system? - 


E. You have frequently stated that all that is re- 
quired to improve the present system is greater co- 
ordination. In what specific areas do you see the need 
for greater coordination? What steps have been taken 
and are under consideration to insure such necessary 
coordination? 


The Hunt Commission proposed the establishment of a 
Federal Deposit Guarantee Administration. Which would 
incorporate the functions of the presently existing insuring 
agencies, the FDIC, the FSLIC and the NCUA. As part of the 
ongoing FINE Study the subcomnaittee is interested in knowing 
whether you feel that this is a feasible approach and would 
result in a streamlining of operations without unduly restrain- 
ing the FDIC in its role as a bank regulator? 


In light of your experience in your experimental joint 
baakination program in Georgia, Washington and Iowa what 
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are youmrviews on a single bank examination corps? Even if 
we were to maintain the tripartied regulatory scheme, do you 
not think that establishing a joint bank examination system 
with one school and a uniform salary scale would result in 
consistently qualified examiners and provide the agencies 
with a certain number of examiners who would possess ex- 
pertise in specialized areas? 


As you stated in your testimony on July 21, the formula 
for assessing FDIC insurance premiums is based on total 
domestic deposits. Poreign bank activities may have a 
volatile effect on the operations of the bank and yet, their 
funds are not computed into such a formula, Is the 
rate structure set by statute? 1 not, whut plans are being 
considered administratively to deal with this matter? 

Has any thought been given to charging banks involved in 
foreign exchange transactions a higher insurance rate since 
such activities can lead, and in fact have led, to the fail- 
ure of a bank? ‘ 


As seen from our discussions on July 21, the subcommittee 
oncerned about the need for more detailed 
foreign branches of domestically-based banks. 
enclosing that section of Governor Holland's transcript 
where we discussed this problem.a&As you know, the case of the 
Franklin National Bank demonstrated the magnitude of the 
problem. The subcommittee is interested in knowing what 
steps have been taken by the regulatory agencies to fill the 
gaps in the examination process. 


I have been reluctant to proceed with H.R. 5617, intro- 
duced upon request of the Pederal Reserve Board. As you 
know, this legislation relates: to foreign bank operations in 
the United States and has presented problems to the regulatory 
agencies, especially the FDIC. We would appreciate receiving 
your views on this bill. 


Although I have found the Haskins and Selis Study of 
the Office of the Comptroller of the Currency to be quite 
disappointing, I did find the idea of establishing a Gom- 
puterized National Bank Surveillance System interesting. HAs 
any thkhought been given to having the FDIC tied into such a 
system? : 
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I am enclosing a copy of the comments of the National 
Association of Mutual Savings Banks regarding the Federal 
Reserve Board's proposed regulations on access to automated 
clearing house facilities. The subcommittee would appreciate 
your comments on the proposals in this area. 


The following questions were submitted by Mr. Annunzio, 
a member of the subcommittee: 


1. What is the differential between the book value and 
the appraisal value of the real property and leases thereto of 
USNB and the personal property involved in that case? 


2. What assets did Crocker choose to return to the FDIC 
in return for cash? 


3. What other cash commitments has FDIC made in the 
U. S. National Bank receivership? 


4. How much in face value loans and other assets did 
PDIC receive? 


5. What is the estimated claims now recognized by FDIC 
against these assets? 


6. How much in actual dollars has, up to the end of 
June, been realized since October 18, 1973? 


7. What was the face value of the assets sold to realize. 
this cash? 


8. How much has the receiver paid out in expenses during 
this time? What is the percentage of cost to cash realized? 


9. What is the outside estimate of time to complete re- 
ceivership as of today? 


10. What is projected yearly cost based on last year's 
experience and past experiences with other banks? 


Again, I wish to express my appreciation for your at- 
tention and assistance in this matter. 


Sincerely, 


Fernand J. St Germain 
Chairman 
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FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, 0 ¢. 20423 


OFFICE OF THE CHAIRMAN 


September 3, 1975 


Honorable Fernand J. St Germain 

Chairman 

Subcommittee on Financial Institutions, 
Supervision, Regulation and Insurance 
Committee on Banking, Currency and Housing 
U. S. House of Representatives 

Washington, D.C. 20515 


I -. Chairman: 


Receipt is acknowledged of your letter of August 13 concerning my testimony 
on July 21 and submitting additional questions which you stated would be 
of assistance to the Subcommittee in ccnnection with the ongoing FINE study. 


Because of the number and diversity of those questions, as well as the complex 
problems which some of them cover, I intend to respond in several installments 
of which this should be considered the first. For convenience, the questions 
are repeated and immediately followed by my answers. You should feel free 

to reorganize the sequence of questions in any hearing record which includes 
my July 21 testimony or in any subsequent Subcommittee report so long as 

my responses appear with the related question and are printed in full. 


Franklin National Bank 


©. To what extent was the FDIC consulted from May to October 
{1974} with regard to the solvency of Franklin? 


A. The FDIC was not consulted with regard to the solvency or insolvency 
of Franklin, since the National Bank Act vests in the Comptroller of the 
Currency exclusive authority tad determine whether and when a uutional bank 
becomes insolvent. Shortly before the closing of the bank on October 8, 1974, 
the Comptroller of the Currencyg circulated to the FDIC for factual correction 
and substantive suggestions a draft of his proposed affidavit relating to 
a possible finding of insolvency. He reserved to himself, however, all final 
decisions as to the content of that affidavit and the actual determination 
of insolvency. The Subcommittee has on file the final version of that affidavit 
which was executed by the Comptroller on October 8, 1974 and made a part of the 
court record in the United States District Court for the Eastern District 
of New York for the same date. (If the question is intended to refer more 
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broadly to consultations about Franklin's financial condition and the possible 
resolution of its problems, my previous testimony makes it clear that the FDIC 
was kept informed on a regular basis as to changes in Franklin's financial 
condition subsequent to May 8, 1974 and that FDIC was regularly consulted about 
the possible resolution of Franklin's problems from about mid-June 1974 to the 
closing of the bank.) 


Q. As you indicated on page 911 of the hearing record, please provide 
us with 2 memorandum on Mr. Sindona's relationship, direct or indireét, with 
any of *h2 six parent banks of the European-American Bank and Trust Company. 


4. A réview of the information available to FDIC does not disclose that 
Mr. Siudona had an ownership or official relationship with any of the six 
foreign parent banks of European-American Bank and Trust Company ("EAB"). 
In addition, neither before October 8, 1974 nor since has a borrowing 
relationship between Mr. Sindona and the parent banks, either in his name 
or through his many companies, come to cur attention. 


Q. We would appreciate a statement on the uses to which Franklin put 
the funds received from the repayment by consumers of loans during the period 
when the discount window was available to Franklin. 


A. We cannot trace precisely the use of funds received by Franklin 
National Bank from the repayment by customers of loans during the time period 
when the discount window was available to the bank. We can show, however, in 
net terms the major flows of all funds available to the bank during this period. 
Table 1 shows the major outflows and inflows during the period May 8, 1974 
through October 7, 1974. The bottom line figure of $1,723 billion in net 
outflows approximates the total amount borrowed at the discount window during 
this period. 


The reduction in capital funds of $22 million during this period indicates 

that operating expenses plus realized losses on securities, loans and foreign 
exchauge transactions exceeded income from interest and fees on loans, interest 
on investments plus any other income during the period cited. Deposit runoffs 
and the reduction in the bank's purchases of Federal funds account substantially 
for the balance of the total outflow of funds of $2.3 billion during this 

period. In other words, the funds available to the bank from all sources 

during this period were used primarily (1) to cover withdrawals .of deposits, & 
(2) to repay Federal funds purchased, and (3) to cover operating losses incurred. 


TABLE 1 


FRANKLIN NATIONAL BANK 
FLOW OF FUNDS: May 8, 1974 Through October 7, 1974 
(In Millions) 


Outflows: 
Reduction in net Federal Funds(a) $ 535 
Reduction in Repurchase Agreements(b) 175 
Reduction in Money Market Certificates of Deposit (b) 411 
Reduction in IPC Time and Savings Deposits(b) 
Reduction in Other Domestic Time Deposits(b) 
eduction in Domestic Demand Deposits (b) 
Reduction in Foreign Branch Deposits(b) 
Reduction in Foreign Exchange Transactions(c) 
Reduction in Capital Funds(b) (d) 


Inflows: 
Reduction in Total Loans 
Reduction in Investments 
Reduction in Foreign Branch Investments 
Reduction in Cash and Cash Items $ 1,099 


Net Outflow Funds $ 1,723 


(a) Reduction in net between Federal Funds sold and Federal Funds purchased. 


(b) Decrease in a liability or capital account. 

(c) Net difference in funds received or disbursed in sales and purchases of 
foreign currency. 

(d) Decrease caused by operating losses and realized losses on securities, 
loans and foreign exchange transactions. 
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During the period in question, the bank reduced its loans, its investments 
and its cash. An examination of weekly statements of condition covering 
June 4, 1974 through October 7, 1974 indicates 


a. the net amount of outstanding loans declined each week except 
in one week 1/ 


the bank was making some loans during this period in its 
normal course of operations such as installment and real 
estate mortgage loans; however, the volume of such loans 
appears to be consistent with a policy of making only those 
loans necessary to serve its normal customers and prevent 
further deposit runoffs. We do not see any evidence of an 
aggressive, expansionary loan policy in the bank during this 
periad. 


Information on total new loan business generated during the period cited is 
not readily derivable from the bank's central accounting system and records; 
only the net figures of outstanding loans, i.e., the difference between new 
loans booked and repayments on existing loans, are readily available, 


Q. In your press release of May 14, 1975, reporting on the receivership 
of Franklin National Bank, you noted that the period during which European- 
American Bank and Trust Co. has been allowed to select assets of Franklin 
had been extended to the end of June. From the press release, it appears 
that approximately $55 million of the $1.487 billion of assets which were 
to be selected were selected between February and June. This is not a great 
portion of the total, but it raises questions as to how Franklin's liabilities 
which European-American assumed immediately on October 8, 1974, were employed 
while assets were being selected. Since European-American had to earn income 
in order to pay interest on those deposits, it must have employed the funds 
in loans or investments of some sort during the interim period. 


Could this have been a factor in delaying the process of selection? 
Was it necessary for European-American to wait for some of these interim 
investments to mature before assuming Franklin's loans? 


With the benefit of experience and hindsight, what disadvantages 
did the selection process present which the FDIC might wish to avoid in the 
future? Did the delay in resolving the assumption of ‘loans cause hardship 
to borrowers? Were any of the $8 million of advances to 50 borrowers to 
protect the value of Franklin assets being administered by the FDIC related 
to the delay in resolving which assets would be assumed by European-American? 


A. The October 8, 1974 Purchase and Assumption Agreement provided that 
EAB would (i) purchase certain assets more or less immediately, and (ii) select 
additional assets from an asset pool, within a specified period of time, the sum 


17 For this week the increase was due to a bookkeeping adjustment to reflect more 


accurately the status of loans in a participation agreement. 
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of (i) and (ii) to equal the liabilities assumed minus the premium paid. 
Under the Agreement, EAB was entitled to retain the interest on assets 
immediately purchased and it was also entitled to retain the interest 
accruing subsequent to October 8, 1974 on assets it eventually selected from 
the pool, since these assets were beneficially owned by EAB as of the moment 
the Purchase and Assumption Agreement became effective on October 8. 
Correspondingly, on the liability side, EAB had an obligation to pay interest 
on all interest-bearing liabilities it assumed from the day of their assumptio 
Once an asset was selected or a liability assumed, it could not be returned 
to the pool and became forever after a part of the larger aggregation of 
assets and liabilities on EAB's balance sheet. 


EAB was required to service all assets in the pool. Any payments received 
with respect to assets rejected by EAB were for the account of the 

Federal Deposit Insurance Corporation and were paid to the Federal Deposit 
Insurance Corporation at the time such assets were rejected by EAB, together 
with interest computed at EAB's prime rate from the date of receipt of such 
payments by EAB to the date of payment by EAB to Federal Deposit Insurance 
Corporation. With respect to income derived from assets remaining in the 
pool, a delay would ultimately benefit EAB only if the income on a particular 
asset were interrupted or if a borrower defaulted prior to the selection or 
rejection of that asset. This was never considered - significant practical 
advantage, however, since EAB had to reject in any event a far larger volume 
of assets than it selected from the pool. 


The asset selection process has worked well and no significant disadvantages 
resulting from it have yet surfaced. As you know, the concept of selecting 
from a pool of assets resulted from extensive negotiations with the four 
banks which expressed an interest in entering into a purchase and assumption 
transaction in the event Franklin was declared insolvent but which were unable 
under the constraints, both of time and confidentiality, to make a careful 
decision prior to Franklin's failure as to which specific assets (totalling 
an amount equal to the liabilities it would be assuming less the premium 

it might bid) any one bank would take, let alone what combination of assets 
would be both acceptable and desirable to all of them. FDIC is convinced 
that the pool of assets arrangement enabled the Receiver to get the best 
possible bid from each bidder on the day of failure. 


It is possible, in a few instances, that the delay in resolving which loans 
would be assumed and which would be rejected by EAB did cause some anxiety 
on the part of borrowers. We estimate, however, that 93 percent of the 
dollar amount of all loans to be finally selected or rejected by EAB were 
removed from the pool prior to January 31, 1975. Moreover, loans which 
might require potential advances were given the attention of EAB while the 
loans remained in the pool in accordance with the Agreement. Elaborate 
provisions for just such contingencies were carefully drafted into the 
Purchase and Assumption Agreement (see, e.g., Paragraphs 3.5 and 3.6 of the 
Agreement, copies of which have been previously filed with the Subcommittee). 
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Likewise, FDIC's immediate attention was given to such loans when they 

came into FDIC's possession. To the best of my knowledge, none of the 

$8 million in’ advances to 50 borrowers, referred to in your question, was 
related to the delay in resolving which assets would be assumed by EAB 

and which would be rejected by EAB and hence administered by FDIC. 

We have not attempted to trace the use of funds received by EAB under the 
Purchase and Assumption Agreement, since we do not believe such a tracing, 
even if we could make it, is relevant to any of FDIC's duties in connection 
with the Franklin failure. We fail to see how funds received by EAB either on 
assets selected by them or remaining in the pool could have materially influenced 
the timing of asset selection from the pool in view of the provisions in the 
Agreement for the allocation of all panents received on such assets and the 
payment of daily interest by EAB te FDIS at its prime rate on funds received 
prior to its rejection of assets. The main reason for the delay in the final 
selection of pool assets beyond the six months initially contemplated was 
attributable to delays in appraising fixed assets and resolving difficult 
legal questions pertaining to such assets. 


Q. In his February, 1975 reply to questions on Franklin asked by 
Chairman Reuss, Dr. Burns stated that one of Franklin's problems was that 
it relied heavily on the interbank market as a source of funds and noted 
that Federal funds obtained in the domestic interbank market are far more 
volatile than deposits. Information which he supplied indicated that almost 
all of the liabilities of Franklin's London Branch were obtained from other 
banks and that the largest single outflow of funds was in foreign branch 
time deposits, which declined by $667 million. But the loan portfolio of 
the London branch == some $550 million of foreign loans with an average maturity 
of 5-1/2 years -- could not be liquidated and was pledged as collateral for 
advances from the Fed. Doesn't this indicate that the old saw that says 
banks should not borrow short and lend long is still valid? (Burns' letter, 


Q. 18.) 


A. Our analysis of information concerning Franklin's participation 
in the Federal funds market during 1973 and the first part of 1974 confirms 
that the bank was a heavy borrower of this short-term money. Franklin was 
buying Federal funds during the period from March, 1974 to October, 1974 
when the Federal funds rate rose from 9 to 12 percent. As time went on, the 
market judged Franklin to be an inferior borrower and the bank could not 
borrow except at above-market interest rates. Ultimately, as the problems 
of Franklin became more widely known, no bank would sell Franklin Federal 
funds at any rate. Given its known management weaknesses and lack of experience 
overseas, Franklin's reliaie on short-term funds was undoubtedly excessive. 


Analysis of the examination reports of the Franklin in May, 1974 also confirms 
that $690 million of the $801 million in total liabilities reported by the 
London branch were in the form of time deposits owned by other banks. As 
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confidence in Franklin diminished, these deposits —- in effect short-term 
loans to Franklin by other banks operating in the Euro-currency market 

— were only available at premium rates which would have involved a 
negative carry on Franklin's loans. It should be noted that many U.S. banks 
have been able to govern inflows of loanable funds with some degree of 
precision and have acquired liquidity by trading in Euro-currency- with a 
resultant increase in profits. Some, like Franklin, were not able to 
accomplish this. 


Q. How did such an incredible degree of interbank involvement 
[by Franklin] come about in such a short time? (Burns' letter, Q.-20A.) 


A. Much of Franklin's interbank involvement can be traced to its 
need to replace deposit flows. Beyond that, one can only guess as to 
the combination of motiva.ions on the part of Franklin's management that 
led it to such unusual dependence on short-term interbank borrowing or 
to speculation in foreign exchange: an effort to improve its earnings 
performance, which had been relatively poor; an effort to recoup 
mounting losses; an effort to keep up with its New York City based 
competitors, etc. 


Miscellaneous Items: 


Q. In light of your experience in your experimental joint 
examination program in Georgia, Washington and Iowa, what are your 
views on a single bank examination corps? Even if we were to maintain 
the tripartite regulatory scheme, do you not think that establishing a 
joint bank examination system with one school and a uniform salary 
scale would result in consistently qualified examiners and provide the 
agencies with a certain number of examiners who would possess expertise 
in specialized areas? 


A. Thie is an issue that has been discussed at steff meetings 
within the FDIC. A number of pros and cons deriving from the creation of 
a single examination force have been identified, and these can be summarized 
as follows: 


A single Federal examination force might be more economical and 
might contribute to more efficient use of the total number of Federal 
bank examiners. Regions or subregions could be made smaller, thereby 
limiting the amount of travel time, travel costs and inconvenience to 
examiners. It would be possible, under certain circumstances, to 
examine all the banks in a particular city or community simultaneously, 
thereby getting a more complete picture of problem credits and interbank 
relationships within the community. Information obtained from one 
examination could be more effectively utilized in other examinations, 
particularly in the case of large borrowers having credit lines and 
other relationships with many commercial banks. 


Honorable Fernand J. St Germain -8- 


SEP 3 1975 


A single Federal examination force could make better use of experts 
or specialists in such fields as trust examinations, taxation, leasing, 
commercial real estate, and other specific credit areas, data processing, 
etc. A single training establishment could probably avoid considerable 
duplication of effort by each Federal banking agency and make use of 
specialized talent for training purposes. On the other hand, entry 
requirements, training and salary levels are already roughly comparable 
for bank examiners in each of the three Federal banking agencies. This is 
far less the case for examiners at the State level where there exist 
considerable differences with respect to training, experience, salaries 
and overall professional quality. I can assure the Subcommittee that we 
carefully considered each of these matters, and a large number of other 
factors, before selecting Georgia, Washington and Iowa as the States to 
be involved in our experimental examination withdrawal program, which 
began in these three States January 1, 1974. 


The disadvantages we see to a single examination force at the 
Federal level include the following: If the present three agencies are 
retained for supervisory but not examination purposes, an independent 
examination force would result in a more complex regulatory scheme than 
we presently have and could create more problems than it alleviates. 
Bank examiners are the principal source of contact that the three Federal 
banking agencies have with banks and the first and most important source 
of enforcement and supervision. In addition to regular examinations to 
determine the safety and soundness of banks and compliance with Federal 
and State law, examiners conduct field investigations for merger, branch, 
and entry decisions and are responsible for seeing that banks operate 
and service their communities within the regulatory guidelines and 
policies established by their respective agencies. In short, they are 
the point of contact for policy implementation by the banking agencies. 


Where problem situations develop, examiners and their regional 
supervisors make the first efforts to work out a satisfactory solution 
with bank managements. At some point, senior-level agency personnel 
(including nonexamination personnel such as lawyers, financial analysts 
and assistants to decision-makers at the agency head level) may be brought 
into the process of resolving such problems. It would be difficult and 
probably not desirable to have a single separate examination force and 
still maintain three different Federal agencies for purposes of 
corrective supervision and other regulatory matters. That would imply 
that bank examination is a mechanical process not subject to varying 
emphases or direct participation in the corrective measures or policy 
formulations which are an essential part of good bank regulation. 

If the support personnel and senior policy makers of the three existing 
agencies were separated from their examiners and each were able to place 
separate demands on the single Federal examination force, the resulting 
arrangement could lead to significant practical problems regarding 
personnel assignments, competing demands on resources, definitions of 
lines of authority and responsibility, and many more. 
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Furthermore, a single examination force might for long periods 
of time prove to be plodding, unimaginative and parochial despite the 
best efforts of some of its members and even the Congress to have an 
examination force that was alert to new developments, vigorous in its 
response and willing to experiment if shortcomings became apparent. 

If the former occurred, it would probably be more devastating for bank 
regulation and for banking service throughout the country than if it 
occurred in one of the three agencies today, each of which has its own 
examination force. With three such examining agencies, the odds increase 
that at least one will be alert, vigorous and progressive even if another 
is not. 

-% 

4 . 

The advantages of a single Federal examination staff are among the 
advantages of a single Federal agency that combines both examination and 
supervisory functions, but these advantages would, of course, have to be 
weighed against the disadvantages of an agency which consolidated in one 
place all of the bank examination and supervisory powers of the three 
existing agencies and to which I addressed a portion of my testimony on 
July 21. 


Some of the advantases to be derived from a single Federal examina- 
tion force might be attained without the potential disadvantages we see 
through more cooperation under the existing framework of bank regulation. 

A number of steps have been taken in this direction during the past few 
years, but additional steps are worth exploring. It might be possible 

to develop a single school for Federal bank examiners, although the choice 
of curriculum, instructors and teaching methods would provide a major 
stumbling block; personnel with particular expertise might be loaned 

from one agency to another; and some gains might be achieved by occasionally 
rotating examiners from one agency to another or by occasional joint 
examinations conducted by two or more of the existing Federal agencies. 


Q. As you stated in your testimony on July 21, the formula 
for assessing FDIC insurance premiums is based on total domestic deposits. 
Foreign bank activities may have a volatile effect on the operations of 
the bank and yet, their funds are not computed into such a formula. Is 
the rate structure set by statute? If not, what plans are being considered 
administratively to deal with this matter? Has any thought been given to 
charging banks involved in foreign exchange transactions a higher insurance 
rate since such activities can lead, and in fact have led, to the failure 
of a bank? 

A. The rate structure on deposit insurance assessments is set by 
statute and cannot be varied administratively. Section 7(b)(1) of the 
Federal Deposit Insurance Act (12 U.S.C. § 1817(b)(1)) sets the annual 
assessment rate at one-twelfth of one percent of an insured bank's 
assessment base. A bank's assessment base is equal to its liability for 
deposits, subject to certain adjustments which are not pertinent here 
(Section 7(b)(4) of the Federal Deposit Insurance Act, 12 U.S.C. § 1817(b)(4)); 
and a bank's liability for deposits is, in turn, defined as "deposits in the 
main office and in any branch located in any State of the United States, 
the District of Columbia, any Territory of the United States, Puerto Rico, 
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Guam, American Samoa, or the Virgin Islands . . . ." (Section 7(a)(4) of 


the Federal Deposit Insurance Act, 12 U.S.C. § 1817(a)(4)). This precludes 
the levy of assessments on an insured bank's liability fo: deposits in its 
foreign branches. 


Section 7(d) of the Act provides for a substantial reduction of assess— 
ments in the form of annual credits to be applied against future assessments, 
The amount of the annual credit depends upon the insurance losses and expenses 
of the Corporation. Under Section 7(d), the Corporation deducts such operating 
expenses and insurance losses from gross assessment income, thereby arriving at 
“net assessment income," which is then divided between the Corporation and insured 
banks. As amended in 1960, Section 7(d) sets the credit to insured banks at 66-2/3 
percent of net assessment income, with the remaining 33-1/3 percent allocated to 
the Corporation. In summary, the nominal assessment rate, the effective assessment 
rate and the limitation of the assessment base to essentially domestic deposits are 
all set by statute. 


In response to your third question, thought is being given at the FDIC 
to the implications for the insurance fund of international banking operations 
of U. S. banks, of which foreign exchange operations are one important aspect. 
At the staff level, work is being done on the broad issue of the impact on 
domestic operations of U.S. banks of operations conducted abroad or in connec- 
tion with financial transactions involving foreign banks and foreign customers. 
An important facet of the study is consideration of the appropriateness of the 
Present assessment base, given considerations of risk associated with various 
types of transactions. We are particularly interested in finding out whether, on 
the basis of statistical analysis involving a number of methods, degrees of risk 
can be attached to each of the several different types of international 
transactions which can present potential loss exposure to FDIC-insured banks. It 
may, however, be some time before the results of that study are known and considered 
recommendations can be formulated for either Congressional or agency action. 


Q. as seen from our discussions on July 21, the Subcommittee is concerned 
about the need for more detailed examination of foreign branches of domestically 
based banks. I am also enclosing that section of Governor Holland's transcript 
where we discussed this problem. As you know, the case of tne Fraakliu wational 
Bank demonstrated the magnitude of the problem. ne oubcommittee is interested 
in knowing what steps nave been taken by the regulatory 2°encics to fill the gaos 
in the examination process. 


A. The FDIC does not have under its supervision the number of vanke directly 
invoived in internationai operations that the other two Federal bank regulatory 
agencies do. Based on a June 1975 survey, there were only 14 insured State non- 
member banks with foreign branches. Of the 16 foreign branches of these banks, ., 

‘only two were full-scale branches, both of which have already been examined 
this year. 2/ The number of insured State nonmember banks owned or controlled 


37 I.e., the London branch of Bank of Tokyo Trust Company, New York, New York, 


and the Paris branch of First Empire Bank-New York, New York, New York. Bank of 
Hawaii, Honolulu, Hawaii, also has a substantial interest in three foreign banks 


held through a wholly-owned subsidiary. 
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by foreign entities is increasing however, and it is likely that the international 
operations of insured State nonmember banks will grow dramatically in the years 

ahead. The Corporation is committed to this important aspect of bank supervision 

and will continue to pursue its responsibilities from the standpoint of examiner 
development, policy development and review and cooperation with other bank supervisory 
agencies. 


We have been concentrating on training selected examiners in 
the area of international banking, foreign exchange, and foreign branch 
examination as follows: ‘ 
(1) Selected FDIC examiners have attended seminars in 
foreign exchange and international banking conducted 
by private associations and/or courses or seminars 
offered by other supervisory agencies. 


Several FDIC examiners have attended the School of 
International Banking which is held annually by the 
American Bankers Association at Boulder, Colorado. 


Two FDIC examiners have served 30-day details with the 
Office of the Comptroller of the Currency in London 

for foreign branch examinations. It is expected that 
this program will be continued with several more FDIC 
examiners designated for such assignments during 1976. 


Three other FDIC examiners were assigned to the examination 
of the London branch of the Bank of Tokyo Trust Company 

for on-the-job training purposes under the direction of 
more experienced FDIC examiners. 


Our recently inaugurated School for Commissioned Examiners 
includes coverage of the basics of international banking in 
a four-hour segment. The purpose of this presen*ation is 
to give all Commissioned Examiners attending a ,2neral 
overview of the subject area and of the risks inherent 

in international financial transactions. 


In addition to the emphasis on training, the following pertinent plans and 
programs are close to implementation: 


(i) Om August 25, 1975, an FDIC rowith an academic and vork 
experience in the general area of international finance began ‘work 
on a feasibility study to determine the needs within the Washington 
office of the Division of Bank Supervision for specialized staff 
representation in the area of international banking. 


During the last quarter of 1975, it is planned 
for an examiner with experience in foreign branch examina- 
tions to be detailed to Washington to draft a 
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consolidated section on the examination of foreign 
branches and international departments of nonmember 
banks for the FDIC's Manual of Examination Policies. 


It is planned that each FDIC Regional Director will 

make a current evaluation of manpower needs and skills 
in the various areas of bank supervision, one of which 
is the sector of foreign branch examination, examination 
of international departments, and examination of 
domestically chartered banks owned by foreign entities. 


Q. We would appreciate receiving definitive estimates of the costs 
that would be attributable to the breakaown of mortgage data by census 
tract. As you know, Mr. Barabba, Director of the Census Bureau, has been 
in touch with the subcommittee regarding Title III of H. R. 8024. As you 
can see from the enclosed letter to Mr. Barabba, he will be getting together 
with you and the other regulatory agencies to discuss this matter. 

(Burns' letter, Q. 3.) 


A. It is not possible at the present time to give "definitive 
estimates" of the costs that would be attributable to the breakdown of 
mortgage data by census tract. The costs of collecting mortgage data by 
census tract depend upon a multitude of factors including the information 
requested and the method of collecting and processing the information. 

We understand that Mr. Barabba of the Census Bureau will be exploring with 
the banking agencies the feasibility of reporting individual loan data 
directly to the Census Bureau, to employ their computer programs to convert 
street address and zip code information into census tract codes, and to 
correlate the loan data with other census data. We should be in a much 
better position to assess the costs of the total effort once the 

Census Bureau study has been completed. 


Based upon our experience with the Fair Housing Lending Survey which 
was cond:cred on an experimental basis for six months in 18 metropolitan areas 
by the three Federal banking agencies and the Federal Home Loan Bank Board, 
we know at this point that the most reliable way of collecting mortgage data 
by census tract would be to gather information on individual mortgage loans 
(as the Comptroller of the Currency did) including street address and zip 
code of the property. This also is among the most expensive ways of gathering 
the information. Once this has been done and the data have been collected, 
processed, and put on tape, the conversion of street address and zip code 
into a census tract is relativeiy inexpensive (about $i per i,000 ioans) 
using Census Bureau routines. The bulk of the costs lie not with this 
‘conversion process, but rather with the reporting, collection, and processing 
of the data on individual loans. Not only would a substantial reporting 
burden be placed on individual institutions, but the processing costs could 
also be high. It should be noted in this connection that over 1.1 million 
one-to-four family homes were financed by S&L's alone during 1974. Well over 
two million loans might be involved for all institutions in any one year. 
Precise estimates of the entire cost to individual institutions and to their 
respective agencies of gathering and publishing the types of mortgage data 
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envisioned are just not available at present and since they will be based 
on sampling techniques in any event, they may also turn out to be 
relatively inaccurate when made. 


More importantly, however, our work with the Fair Housing Lending 
Survey suggests that questions about costs of data collection, although 
relevant, may be premature. Our experience indicates that collection and 
aggregation of data on mortgage loans does not permit one to make inferences 
about whether particular lenders are discriminating or whether individual 
borrowers or areas have been discriminated against in the granting of loans 
or discriminated against in the terms of loans actually granted. A8 
Governor Holland noted in his testimony, objective assessment of these 
questions requires being able to control not only for market-demand and 
supply conditions, but also for different characteristics of borrower risk. 
Recognition of these problems has caused the agencies involved in the 
Fair Housing Lending Survey to begin a complete reevaluation of their planned 
approaches. When that reevaluation is completed, we will be pleased to forward 
a copy of our conclusions to the Subcommittee. 


Q. Was the FDIC or any of the members thereof consulted formally or 
informally by the Comptroller of the Currency prior to his interpretative 
ruling of December 24, 1974, relating to customer-bank cnmmunication terminals? 
If so, what specific advice was given? (Burns' letter, Q. 5.) 


A. The Comptroller of the Currency, prior to the issuance of his 
December 24, 1974 Interpretative Ruling relating to customer bank communication 
terminals, informed the FDIC at an interagency meeting of his legal position 
that such off-premise remote service facilities did not constitute "branches" 
within the meaning of Section 36(f) of the National Bank Act. Additionally, 
the Comptroller's Office, both prior to and subsequent to the issuance of the 
Interpretative Ruling, notified the FDIC as to the timing of certain public 
pronouncements he planne~ to make dealing with this subject matter. 


The Comptroller did not, however, seek substantive input from FDIC 
as to the issues raised by his Interpretative Ruling or more broadly by the 
development and introduction of remote service facilities. 


Q. The recent U.S. District Court «sling in the case of 
Independent Bankers Association of America v. Comptroller of the Currency, 
which permanently enjoined the Comptroller from proceeding further with his 
interpretative CBCT ruling of December 24, 1974, and which is now being 
appealed, places commercial banks at an apparent disadvantage to the thrift 
institutions in the development of EFT systems. 


In light of this recent decision and the lengthy appeal process 
which precedes a final decision being rendered, do you now see increased 
justification for the across-the-board moratorium contained in Title II, 
Section 202 of H. R. 8024? (Burns' letter, Q. 6.) 
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A. In recent testimony before your Subcommittee 3/ and the Senate 
Subcommittee on Financial Institutions, the Corporation expressed its 
preference for a bill which would give the Federal bank regulatory agencies 
explicit legislative guidance on whether particular types of unmanned , remote 
service EFT facilities were or were not "branches" within the meaning of 
Federal banking laws. We opposed a total moratorium on the establishment 
of EFT facilities by financial institutions and took the position that, if 
any moratorium were to be enacted, it could be applied most easily to the 
establishment of such facilities across State lines (unless affirmatively 
authorized by e plicit statute in the State of intended location). In our 
June 25, 1975 letter to Chairman Proxmire of the Senate Committee on Banking, 
Housing and Urban Affairs (copy enclosed), we indicated that a compromise 
bill pending before that Committee (S. 1899) seemed to represent a reasonable 
compromise among the many conflicting interests affected by. EFT developments. 


As you are aware, S. 1899, which would be in effect for 18 months 
after enactment, would prevent interstate operation of remote electronic 
terminals by federally chartered financial institutions if such operation 
involved the deposit, withdrawal or transfer of funds from a depository 
account or the receipt of funds pursuant to an outstanding line of credit 
or otherwise, except where specifically permitted by the laws of the State 
where the terminal is to be located. As to intrastate operation of 
remote electronic terminals, federally chartered finan ial indtitutions 
would be effectively limited by any State law enacted since June 1, 1973 
specifically pertaining to the permissible number or geographical location 
of such terminals operated by State- chartered institutions headquartered 
in the same State. Where no such State statute exists, a federally 
chartered financial institution could, under S. 1899, establish such 
terminals in the State where it is headquartered if they would be no 
more than 25 miles from its head office or 10 miles from a branch. 


Noting that S. 1899's interstate limitations were in accord 
with our previous’testimony before the Senate Subcommittee, our June 25 
letter to Chairman Proxmire stated that the bill's temporary intrastate 
restrictions would in our opinion deal fairly with competing institutions 
and, at the same time, would encourage State legislatures to address them- 
selves promptly to the EFT question. In the meantime, S. 1899's provisions 
would permit a substantial amount of EFTS innovation and experimentation to 
take place, pending a more thorough study of the entire area by the National 
Commission on Electronic Fund Transfers. 


We believe that some legislation in this area is desirable, 
and refer the Subcommittee again to my testimony of July 21 urging explicit 
legislative guidance on the "branch" question. If legislation along these 
lines or along the lines of S. 1899 is not enacted and the IBAA injunction 
were to be stayed pending a final appellate decision on the merits of that 
case, there is a clear risk that large federally chartered financial 


37 The Comptroller of the Currency, who serves as a member of the Corporation's 


Board of Directors, submitted a separate statement of his views on the 
proposed EFTS moratorium directly to the Subcommittee in his capacity as 
Comptroller of the Currency. He will undoubtedly wish to submit a separate 
statement of his views on the question here as well. 
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institutions could obtain a significant competitive advantage, both 
intrastate and interstate, vis-a-vis other federally or State-chartered 
financial institutions during the appeal period. On the other hand, as you 
point out, if the IBAA injunction is not stayed pending a final decision 

in that case, thrift institutions (not to mention such non-depository 
institutions as credit card firms and major retailers) could obtain an 
unfair competitive advantage over commercial banks of all kinds during 

the time necessary to obtain a final judicial determination in this 

matter. 


We continue to believe, however, that any total moratorium 
on EFT expansion would be unnecessary and inappropriate under present 
circumstances. Even if there were assurances that a 90-day moratorium 
would not be extended, such a total moratorium as provided for in H. R. 
8024 could have serious adverse effects upon EFT experimentation and 
technological refinement and upon the improved customer service flowing 
therefrom. In addition, a total moratorium would be particularly inequitable 
if it applied only to the development of EFT facilities by insured financial 
institutions and not to uninsured and unregulated firms in the private sector, 
such as nonbank credit card firms and major retailers. Moreover, in many 
States, commercial banks and thrift institutions, in ways fully consistent 
with State law, have already committed significant resources to various 
types of EFT facil‘ ies, many of which are presently or nearly in place. 
It might also be argued that, in view of the significant policy issues 
to be dealt with by the National Commission, an analysis of the actual 
operations and continued competitive evolution of such facilities would 
serve as a valuable and necessary input to the Commission. 


It should also be noted that, while H. R. 8024 provides for 
a moratorium of only 90 days' duration, it seems highly questionable whether 
the National Commission could adequately review the present status of EFT 
development, including all pending applications for new facilities, and 
come up with substantive legal recommendations within 90 days. Rather, 
it seems probable that the duration of the moratorium would be extended 
for at least another 90 davs and perhaps longer. 


Our primary concern is that Congress act promptly in such a 
way as to preserve relative competitive equality with respect to EFT 
expansion, without at tne same time precluding some substantial degree 
of reasonable intrastate EFT expansion which could serve as a practical 
experimentational basis for the National Commission's ultimate conclusions 
and recommendations. 


Director LeMaistre and I continue to be of the opinion that the 
most desirable course is explicit Congressional guidance on whether or not 
particular types of unmanned, remote service facilities are or are not. 
branches within the meaning of Federal banking laws. Failing that, we 
continue to believe that the legislative approach represented by the Senate 
compromise bill (S. 1899) strikes a reasonable balance among conflicting 
interests in the EFT area and would recommend its use as a basis for House 
action. We prefer, in any case, the S. 1899 approach to a total moratorium 
of any duration. 
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Q. Notes taken on Franklin's examination reports indicate that among 
its classified loans were loans to 12 banks -~ 8 domestic and 4 foreign —~ 
together with-notations by the examiner of the fact that $53.5 million of 
loans to 13 additional foreign banks were not supported by adequate credit 
information. In international markets, there is, of course, a very high 
volume of borrowing from and lending to other banks. Over half of the 
business of foreign branches of U.S. banks is with other banks —- both 
U.S. and foreign. So the need for adequate information is great. On the 
other hand, these other banks are competitors and are necessarily reluctant 
to provide information. How can this dilemma be resolved, and, given the 
present volume of interbank activity and the losses on letters of credit 
in the case of U.S. National and foreign exchange in Herstatt, don't you 
agree that some resolution that will provide better information is 
desirable? (Burns' letter, Q. /7:) : 


: A. Data from the Federal Reserve Bulletin, Tables 19A and 19B, show 
that foreign branches of U.S. banks at month-end April 1975 held balances of 

$60 billion in other banks, excluding branches of the parent bank. This 

amount is equivalent to 39 percent of the total assets of such foreign 

branches. As of the same date, foreign branches of U.S. banks hel¢ deposits 

of other banks, excluding their parent and its other branches, amounting to 

$62 billion, or 40 percent of total liabilities. In May, 1974, these percentages 
were considerably higher: 44 percent of assets were in balances due from 

other banks and 51 percent of liabilities were in balances due to other banks. 


Foreign practice is to pay interest on these interbank deposits and in 
some degree to regard them as interbank loans. While such deposits are 
not generally secured by collateral, they may be; in any event, the bank in 
which such deposits are made must have a credit standing equivalent to that of 
any other borrower whose financial condition and standing enables that borrower 
to borrow on an unsecured basis. We are not aware of any reluctance to ask for 
or to supply bank financial statements as a precondition to receiving time 
deposits from other institutions. In fact, well-operated banks maintain constant 
surveillance over institutions in which they make deposits and typically 
have limitations on the maximum amount of deposits in any such bank. 


In the U.S., domestic interbank deposits are a smaller, but 
nevertheless significant, proportion of total deposits. Recent - figures 
show that interbank deposits excluding reciprocal balances amount to about 
five percent of the total assets of all U.S. commercial banks. The major 
part of these interbank deposits are demand deposits held in correspondent 
banks to reimburse the latter for expenses incurred in clearing checks 
and providing otner services. 


Sound banking practice requires continuing attention to the flow 
ef financial information about the individuals and institutions, including 
other banks. with whom a given bank is dealing. Regularly reported balance 
sheet and income information of individual U.S. banks is publicly available 
and readily supplied. The trend, moreover, is for more and more information 
of a material nature to be gathered and disclosed — a development in which 
the FDIC has pioneered and to which it is committed. 
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Q. Interbank loans are not subject to legal limits on loans to one 
borrower. They constitute deposits with the borrowing bank which are not 
subject to reserve requirements and have a real cost advantage as a source 
of funds. But there are risks to the borrower such as Franklin who can see 
funds disappear overnight without an alternative source of replecement other 
than the Fed. And there are risks to the lender also, as the Franklin 
case makes clear. Isn't it true that foreign branches of U.S. banks borrow 
more than half of their funds from other banks and lend just under half to 
other banks? Do you view this pattern as adding risk to normal banking 
operations? (Burns' letter, Q. 19.) 

A. The answer to the first of these questions is "yes," tf one looks 
at the data for mid-1974, as indicated in our response to the immediately 
preceding question. 


With respect to the second question, we see the potential for 
added risk if the depositing (lending) banks do not impose reasonable limits 
on the amount and term of loans they make to a single borrowing bank. Again, 
it is necessary to define the character and terms of interbank loans 
being made to gain a full appreciation of the magnitude of risk. 


Abuses that have arisen have been associated, for the most 
part, with mismanagement or deliberate manipulation. The vast amount. of 
interbank transactions that have been made with no loss have to be weighed 
in any evaluation of abuses. Also, the discipline exerted by market forces 
since mid-1974 has been impressive. 


Q. When Dr. Burns argues that allowing Franklin to close would 
have precipitated other bank failures, isn't this talking about the fact 
thas se large a portion of Franklin's creditors were other banks and that 
their jJeposits with Franklin were not insured and their loans not 
eoliateralized? There were the almost $1 billion of deposits in the 
London branch abcut half of which were deposits of other U.S. banks. 
There were the approximately $750 million of Federal funds borrowed from 
domestic banks and there were the $3.8 billion of foreign exchange contracts 
with other banks reported in the SEC prospectus in March, 1974. So, 
Franklin owed other U.S. and foreign banks about $5-1/2 billion -- more 
perhaps than could have been absorbed as losses without causing faiiures 


in other institutions. This raises a number of questions. (Burns' letter, 
Q. 20.) 


How did such an incredible degree of interbank involvement. 
come about in such a short time? (Answered above, page 7 of 
this letter.) 


Given the size of both the domestic and international 
interbank markets and the fact that they are essentially 
unregulated markets -- not subject to legal lending limits, 
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to reserve requirements, to interest rate limitations -- 
why have banking regulators made no attempt to regulate 
these markets? 


Since a volume of foreign exchange contracts in excess 

of $4 billion is not unusual for a major international bank, 
wouldn't the failure of any one of these institutions, 

U.S. or foreign, threaten to bring down other banks? Can 

a major international bank which is deeply involved in the 
interbank and foreign exchange markets be permitted to fail? 
And if the possibility of failure as a check on bad, management, 
inefficiency and corruption is removed, what do we put in 

its place to insure a sound banking system? i 


A. With respect to question B, short-term money markets have been 
an essential feature of banking. In the U.S., they involve government and 
agency securities, commercial Paper, Federal funds, bankers acceptances, 
and interbank loans and deposits. In Europe, interbank deposits are an 
important feature in the short-term financial markets. All of these 
markets are free (or relatively free) of restraints on price, volume and 
participation. They serve liquidity and customer accommodation needs and 
they reduce foreign exchange exposure. The market is its own disciplinarian, 
Those who become overextended find that the market raises their costs. If 
their operations are too ambitious, the market refuses to accept their paper 
or place funds with them. Franklin was overextended in its use of these 
markets at a time when caution should have been exercised -- particularly after 
fixed exchange rates were displaced by a floating rate system. During that 
Same period, a sizeable number of European banks suffered substantial losses in 
their foreign exchange positions. After the move to floating rates and after 
these early foreign exchange losses were publicized, almost all banks adopted 
stricter internal controls to prevent similar losses. There seems to be little 
need for additional regulatory measures in the interbank markzt, foreign 
or domestic, provided the flow of information and examination techniques 
are adequate. Tighter regulation would possibly prevent major foreign 
exchange losses, but it would also restrict the services banks provide to a 
variety of customers who depend upon their bank's liquidity and flexibility in 
handling depcsits and credits. Absent similar reguiation by other countries, 
tighter regulation of U. §. banks overseas could also curtail their ability 
to compete in foreign countries. 


With respect to question C, the FDIC thoroughly explores the 
possibility of arranging a "purchase and assumption" transaction for a bank 
in serious financial condition, whatever the size of the bank. A successful 
purchase and assumption protects all depositors 100 percent even if their 
accounts are over the $40,000 insurance limit. In addition, if a significant 
Price for the transaction is paid by the acquiring bank, this is added to the- 
capital cushion available to FDIC to absorb losses and may mean the difference 
for shareholders and noteholders between some recovery and none. However, 
we do not think a purchase and assumption should be mandated by statute even 
in the case of a major international bank. The uncertainty in the present 
system imposes a significant discipline on bank manasements and those large 
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customers who deal with banks. Moreover, if the statutory mandate were based 
on international activity which is today confined to the larger banks in the 
country, the large bank would be favored over the small, or the purely 
domestic, bank. The existing law avoids this statutory favoritism while 
preserving at the same time the FDIC's flexibility in working out the most . 
appropriate solution in the public interest. 


As noted, a volume of foreign exchange contracts in excess of $4 billion 
is not unusual for a major international bank. Prudent limits on interbank 
transactions, whether it be Federal funds, Euro-currency placements, or 
foreign exchange contracts, should be generated by bank management. 

Written policies should be in effect, which will advise all concerned 
parties what these limitations are. These policies should be reviewed 
by the supervisory agencies during examinations to determine if the 
policies are realistic for that particular bank and if they are being 
followed. As these policies must be tailor-made for each individual bank, 
it is believed that an “examination appreach" to these problems is more 
appropriate than a “regulatory approach." The examination approach 
impiies that wnen a bank is found to have exceeded reasonable limits 

on the volume of its foreign transactions, the bank's supervisory 
authorities will challenge its management and initiate forward compliance 
action, if necessary, to prevent unsafe or unsound banking. 


Q. Recently the Comptroller has issued regulations regarding 
standby letters of credit. I would like to note that standby letters 
of credit are only a fraction of the contingent liabilities of the larger, 
international banks. The volume of foreign exchange contracts at 
Franklin was nearly $4 billion and at least $300 million of these contracts 
were with one Sindona-related bank, Banca Unione. Also, there is the fact 
that this is an area in which banks can lose money more quickly than in any 
other area. Shouldn't foreign exchange operations be subject to the same 
regulatory tightening -- that is, be covered as to legal limits on loans 
to one borrower and subject to the same requirement for disclosure -- 
be published quarterly as part of the regular report of condition and in the 
annual report to stockholders? (Burns' letter, Q. 21.) 


A. Commercial banks should be engaged in foreign exchange trading 
only to the extent that they are meeting the requirements of their customers, 
both domestic and foreign. Excessive activity in this market would appear to 
indicate that the bank is attempting to utilize the foreign exchange depart- 
ment as a major profit center, but whether a profit or a loss will be 
realized is more often than not determined by erratic conditions in the 
international marketplace. Such excessive activity is considered by the 
FDIC as speculative in nature, and as such, is not consistent with generally 
accepted sound principles of banking. 


The establishment of rigid limitations on the volume of foreign 
exchange contracts outstanding at any one time is not considered feasible 
and may even inflict undue hardships on bank customers and on numerous 
banking institutions. Each individual bank's foreign exchange portfolio 
must be analyzed on its own merits in relation to the volume of international 
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trade its customers are conducting. It is believed that this can best be 
achieved by an in-depth examination by a qualified bank examiner. We believe 
it appropriate, however, if a bank is heavily engaged in foreign exchange 
transactions, that concentrations of credit risk be avoided. 


Requiring banks to publish the total of their outstanding foreign 
exchange buy and sell contracts, presumably broken down by particular major 
currencies, would inform stockholders and others whether the bank engages 
in foreign exchange Seeder ones the degree of the bank's activity 
and the magnitude of the bank's open position, which is the difference 
between the total buy and total sell contracts. However, a bank's open 
position only reflects its overall aggregate exposure and does not take 
into consideration currency risks, the different maturities of the contracts 
and whether or not the foreign exchange department has adequately covered 
the bank's position for any specific period of time. This can only be done 
by a thorough analysis of the entire foreign exchange portfolio, taking 
into consideration both currency and Maturity exposures. 


Should you desire further elaboration on any of these responses, we 
shall do our best to comply. Additional letters containing responses 
to your other questions will be forwarded as soon as possible. 


Sincerely, 


(Signed) Frank Wille 


Frank Wille 
Chairman 


Attachment 
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A) FEDERAL DEPOSIT INSURANCE CORPORATION, washington, 0.c. 20429 


OFFICE OF THE CHAIRMAN 


Honorable William Proxmire 

Chairman 

Committee on Banking, Housing and 
Urban Affairs 

United States Senate 

Washington, D. C. 20510 


Dear Mr. Chairman: 


By letter dated June 13, 1975, you requested our comments on a draft 
bill to be cited as the "Electronic Funds Transfer Control Act of 1975." 
Since then, a revised version of this proposal, dated June 20, has 
emerged. We shall direct our comments to this latter version of the 
bill. 


Essentially, the bill, which would be in effect for 18 months after 
enactment, would prevent interstate operation of remote electronic 
terminals by federally chartered financial institutions if such operation 
involves the deposit, withdrawal or transfer of funds from a depository 
account or the receipt of funds pursuant to an outstanding line of 

credit or otherwise, except where specifically permitted by the laws of 
the State where the terminal is _o be located. As to intrastate operation ' 
of remote electronic terminals, federally chartered financial institutions 
would be effectively limited by any State law enacted since June 1, 1973 
specifically pertaining to the permissible number or geographical location 
of such terminals operated by State-chartered institutions headquartered 
in the same State or to comparable safeguards. Where no such State 
statute exists, a federally chartered financial institution could 
establish such terminals in the State where it is headquartered if 

they are not more than 25 miles from its head office or more than 

10 miles from a branch. 


The bill would also expressly grant to the Comptroller of the Currency, 

the Federal Home Loan Bank Board and the National Credit Union Administration 
regulatory authority over the establishment and operation of remote electronic 
terminals by financial institutions chartered by such agencies and would 
require both Federal and State-chartered financial institutions which are 
insured by the Federal Deposit Insurance Corporation to give 30 days‘ 

notice to the Federal Reserve or the FDIC of their intent to establish such 
terminals. We believe that this latter notice requirement is unnecessary 

‘ as federally chartered institutions under the bill must comply with regu- 
lations on this subject issued by their respective Federal chartering 


1 


ms are subject to 


In my March 14, 1975 Statement on this subject presented to the Senate 
Subcommittee on Financial Institutions, I indicated that the Corporation 
Opposed a total moratorium on establishment of EFT facilities by 
financial institutions and that, if any moratorium were to be enacted, 
it.could be applied most easily to the establishment of such facilities 
across State lines (unless affirmatively authorized by explicit statute 
in the State of intended location). 


S. 1899 seems to us to be a reasonable compromise among the many 
conflicting interests which would be affected by EFT developments over 
the next 18 months. Its interstate limitations are in accord with our 
previous testimony and the tem 
would impose deal fairly with 
time, encouraging State legisl romptly to 
the EFT question. bill's provisions would permit 
and experimentation to take 
the entire area by the Electronic 
Funds Transfer Commission recently authorized by the Congress. Our only 
drafting suggestion at this time would be to delete Section 5 as unnecessary 
in view of other provisions in the bill and in existing law. 


While we shall continue our careful review of this and other related 
legislative proposals, we see no reason to object to the basic thrust 
of the June 20 substitute Amendment of S, 1899, 


Sincerely, 


(Signed) Frank Wille 


‘Frank Wille 
Chairman 
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FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, 0.c. 20629 


OFFICE OF THE CHAIRMAN 


SEP 16 75 


Honorable Fernand J. St Germain 

Chairman f 

Subcommittee on Financial Institutions, 
Supervision, Regulation and Insurance 

Committee on Banking, Currency and Housing 

House of Representatives 

Washington, D. C. 20515 


Dear Mr. Chairman: 


This supplements my letter of September 3, 1975, and responds further 
to the questions contained in your letter of August 13, 1975. Page 6 
of your letter contains ten questions submitted by Mr. Annunzio which 
deal with United States National Bank, San Diego, California, and the 
FDIC Receivership of that bank. ‘Those questions, together with our 
answers to each, are as follows: 


n 1 Whet fo #2. a3 ffarantial harwaen tte Sook value and the 


appraisal value of the real property and leases thereto of USNB and 
personal property involved in that case? 


A. $14,003,894.01. 


Q. 2. What assets did Crocker choose to return to the FDIC in 
return for cash? : 


A. Crocker chose to return $15,000,000.00 in assets under 
Section 3.1(c) of the Purchase and Assumption Agreement as follows: 


Commercial - Unsecured $ 2, 638,473.31 

Commercial - Secured (stocks, 
equipment, etc.) 3, 976,701.07 
Real Estate Loans a 761,655.86 
‘SBA Participations 155,883.21 
Installment Loans 193,245.47 
Student Loans 94,666.16 
-- Master Charge 120,114.95 
Royal Inns (Participation) 7,000 ,C00.00 
Miscellaneous Charged Off Accounts 59,259.97 
- yom cacy aa 


Total $ 15,000,000.00 
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Crocker also returned to FDIC for cash "Designated Group" loans 
aggregating $30,247,165.84 inadvertently transferred to Crocker as of 

the date of closing and a variety of other specific assets aggregating 
$26,328,591.71, the return of which was contemplated under the adjustment 
sections of the Purchase and Assumption Agreement. 


Q. 3. What other cash commitments has FDIC made in the U. S. 
National Bank receivership? 


A. As of June 30, 1975, $5,909,740.35 had been advanced to protect 
various assets of the Receivership. 


Q. 4. How much in face value loans and other assets did FDIC receive? 
A. As of June 30, 1975, $475,015,161.11. 


Q. 5. What are the estimated claims now recognized by FDIC against 
these assets? 


A. The following claims have been recognized by the Receiver as of 
June 30, 1975: 


FDIC loan to Receiver excluding 
interest accrued 296, 500,000.00 
Other Claims 46,250.00 


Total $ 296,546,250.00 


Q. 6. How much in actual dollars has, up to the end of June, been 
realized since October 18, 1973? 


A. As of June 30, 1975, $36,393,340.04. 


Q. 7. What was the face value of the assets sold to realize this 
cash? 


A. $44,893,570.07. 


Q.- 8. How much has the receiver paid out in expenses during this 
time? What is the percentage of cost to cash realized? 


A. The expenses were $2,948,922.46. The percentage which these 
expenses bear to cash realized is 8.1%. 


Q. 9. What is the outside estimate of time to complete receiver- 
ship as of today? 
~. 
A. The estimated remaining life of the Liquidation Office is present ly 
estimated at nine years (June 30, 1984). 
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Q. 10. What is projected yearly cost based on last year's 
experience and past experience with other banks? 


A. The Receivership expenses for 1974 were $1,926,631.44. Based 
on past experience, yearly cost will decrease in subsequent years. 


We trust these anawers will adequately provide the information sought by 
wr. Annunzio. 


Sincerely, 
(Signed) Frank Wille 


Frank Wille 
Chairman 


Copy to: Honorable Frank Annunzio - 
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APPENDIX “BR” 


[The following statements were submitted for inclusion in the 
hearing record :] 
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CONGRESS OF EINTC NEIGHBORHOOD ORGANIZATIONS 
56 SUTTON STREE? 
~YROVIDENCE, RHODE ISLAND 02903 


oY atte s ““~ Phone: 461 831-2130 


June 27, 1975 


Congressman Fernand St. Germain 
Chairman, Subcommittee on Financial 
Institutions Supervision, Regulation 
and Insurance 

Committee on Banking, Currency and 
Housing 

U.S. House of Representatives 
Washington, D.C. 20515 


, 


Dear Sir: 

Enclosed is the testimony you so graciously acreed 0 
accect from us at the hearings you held last Tau sday, June 
26th. ‘Thank you again, and we look forward to hearing of 
your support for this bill. 


Sincerely, 


Al Bassett, President 
Congress of Ethnic 
Neighborhood Organizations 


AB:pw_ 


Enclosure 
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Congressman St. Germain and other Committee members. 


poece 


~- My name is Alfred Bassett. I am from Providence, Rhode 
Island and I am president of the congress of Ethnic Neighbor- 
hood Organizations (C.E.N.O.). The city's newest advocacy 
movement, a group formed to keep Federal Hill and Olnyville 
from becoming victims of urban blight. 


I am here to fight for improved housing and ncanentiga social 
conditions in both neighborhoods. 


At our recent Community Congress we accepted many resolu- 
tions from the people in this regard, and the foliowing 
resolution has to deal.with what is being discussed here: 


Bank Disclosure Resolution ' 
WHEREAS: The financial institutions in Providence have 
been redlining many of our neighborhoods by refusing 
to lend money in mortgages and home improvement loans 
to the homeowners in our neighbor hoods, and WHEREAS: 
this redlining is a major factor in sending our neighbor 
hoods down the road to becoming slums. 


WHEREAS: Mayor Cianci and his task force on City Finances 
has expressed a need for requiring more social conscious- 
ness on the part of banks, and WHEREAS: Our money is 
_ being deposited in these banks by both personal deposits 
and city deposits, and the loans are going out tc the 
rich neighborhoods of the City and the suburbs. 


WHEREAS: The first step in preventing banks from redlining 
. Our neighborhoods would be to require banks to disclose 
‘exactly where their deposits are coming from by census 

tract and where their loans are going by census tract, and 

WHEREAS a relatively simple means for requiring disclosure 

would be to pass a city ordinance requiring disclosure by 
“any banks receiving city deposits, and WHEREAS a similar 

ordinance has been passed in Chicago without any major pro- 
blems. 


BE IT RESOLVED that a city crdinance be jointly prcposed 
by Mayor Cianci and Councilman’ Lynch. Council Finance 
Committee Chairman, requiring disclosure by banks that 
receive deposits from the City of Providence. 


C.E.N.O. supports this resolution but beels this must be 
carried one step further and be adopted at a national level. 


=i« 


While senate bill 1281, the Home Mortgage Disclosure Act, 
was beinc discussed, we collected 800 letters at our Community 
Congress from delegates of more than 309 organizations whom we 

- represent, in support of this bill. (See the attached * etter) 


in this regard we urge passage of any bill that weold 
~-require full public disclosure of both deposits 


Ua foams, SO 
that we the consumers and home owners can know h 


“ much of 
our money the banks have and what they are doing with it. 


Thank you. 
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”. June 10, 1975 


Mr. Al Bassett 
Congress of Ethnic Neighborhood 
Organizations “ 
56 Sutton Street 
** Providence, Rhode Island 02903 


Dear Mr. Bassett: | 


oe : 
I have read and received your telegram concerning S. 
«* 1281, the Home Mortgage Disclosure Act.: 


The bil] has been reported out:of the Senate Banking 
Committee and is now on the Senate Calendar. Iam 
not sure when we will begin discussions on the floor 
on the bill, but IJ shall remembér that 800 letters have 
been received in support of this bill as well as your telegram: 


With all good wishes, lain, 


John O. Pastore 
United States Senator 
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STATEMENT BY D. DONALD JAMIESON, EXECUTIVE VICE PRESIDENT, 
First Pennsylvania Bank, N.A. and 
First Pennsylvania Corporation on 
H.R. 8024 
BEFORE THE SUBCOMMITTEE ON FINANCIAL INSTITUTIONS SUPERVISION, 
REGULATION AND INSURANCE OF THE 
HOUSE BANKING, CURRENCY AND HOUSING COMMITTEE 
July 15, 1975 

On behalf of First Pennsylvania Bank, I will address my comments to 
Title II of H.R. 8024 which wou?’ completely ban electronic funds transfer 
systems for a period of ninety days following the confirmation by the 
Senate of the Chairperson of the Nationa! Commission on Electronic Funds 
Transfer. At the end of the ninety day period, the Commission would decide 
whether to continue or terminate the moratorium. 

We are opposed to placing a moratorium on electronic funds transfer 
for three principal reasons. 

First, there is no need for restrictive EFTS legislation at this time. 
A free atmosphere which encourages experimentation is necessary in order 
to effectively evaluate electronic transfer systems, their effect and 
acceptance by the consumer and their effect on the financial industry. 
Consequently, restrictive legislation would be a hindrance to the effective 
experimentation that is essential for the development of electronic transfer 
systems. 

Secondly, many of the large retailers have developed highly sophisti- 
cated electronic funds transfer systems. We believe that these retailers 
pose a real competitive threat to the services provided by financial 
institutions. The danger here is that these retailers are not as highly 


regulated as financial institutions and in this regard the rights of the 


consumer are not as closely guarded. If this legislation is enacted there 


would be a great disparity between what the financial institutions and 


what the retailers would be able to do. We welcome their competition as 


long as our hands are not tied by restrictive legislation. 
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Thirdly, and perhaps most important, the new technology is a means of 
better servicing our customers. The consumer is entitled to the benefits 
of electronic funds transfer during the period that the National Commission 
on Electronic Funds Transfer is conducting its study. In this regard, it 
does not serve the consumer's interest for the Congress to place a ban on 
EFTS development for whatever period of time. 


In short, it is our opinion that the proposed legislation would be a 


detriment to both the consumer and the financial industry. 
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STATEMENT SUBMITTED TO THE 
SUBCOMMITTEE ON FINANCIAL INSTITUTIONS 
SUPERVISION, REGULATION AND INSURANCE 
OF THE 
HOUSE OF REPRESENTATIVES 
COMMITTEE ON BANKING, CURRENCY AND HOUSING 
CONCERNING H.R. 8024, TITLE II 


JAMES STOKES HATCH 
VICE PRESIDENT 
THE LENOX NATIONAL BANK 
LENOX, MASSACHUSETTS 
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EFTS represents a real asset to small community banks 

and the potential for service that if offers should be welcomed 
by small-town bankers everywhere. This is a conclusion reached 
by The Lenox National Bank after more than three years' exposure 
to EFTS. 

I am concerned that those who claim to speak for small 
banks are not accurately representing banks with EFTS experience. 
Hence, I personally testified before the Senate Subcommittee on 
Financial Institutions on March 14 and the Comptroller of the 
Currency's Customer Bank Communication Terminals Hearing on April 3. 
Accordingly, I would like to have my views known to your Committee. 

The question has been raised of whether a little bank 
will be able to survive in an EFTS era. , A strong independent bank 
thrives on competition. We have faced it in Massachusetts, perhaps 
more than elsewhere, with a strong mutual savings bank industry. 
Despite their having rate differentials on time deposits, despite 
their ability to maintain earning assets as reserve, despite their 


legislated tax advantages, and despite their practically unlimited 


U 
third-party transfer powers with NOW accounts, we have been able 


to compete and grow successfully. 

I look forward to participation in an EFTS project, because 
it provides an answer to competitive equality that is hard to find 
elsewhere in the banking world. The biggest or strongest bank 
around cannot get better sevvice from the telephone company than 
we do, and they will not get better service from the local EFTS 


than we do. I like that kind of equality. 
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Any legislation that inhibits the development of EPTS 
/ 


will delay the time when we can provide our customers with the 
"latest and greatest" in banking. A moratorium is totally un- 
necessary, and in fact, counterproductive to what is one of the 
few recent developments in the banking industry from which the 


consumer benefits. 
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Statement of Thomas R. Williams, 
President . 
The First National Bank of Atianta 
Atlanta, Georgia, 
On Title Il, H.R. 8024 
submitted to: 
Subcommittee on Financial Institutions' 
Supervision, Regulation & Insurance 
Committee on Banking, Currency and Housing 
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This statement is submitted to express our Bank's concern over 
certain provisions of H.R. 8024 (the "Bill"), presently pending 
before your Subcommittee. We believe the provisions of Title II 
of the Bill proposing a moratorium on further development of 
electronic funds transfer systems are not in the best interests 
of the public or the banking industry. 


Section 202 of Title II would establish a 90-day moratorium 

on any Federal regulatory agency's approval or authorization of 

the establishment or expansion of any electronic funds transfer 
system by any financial institution under such agency's juris- 
diction. Section 203 authorized the National Commission on 
Elecv.conic Fund Transfers to make legislative recommendations 

to Congress during and at the end of such 9C-day period, implicitly 
including the authorization to recommend that a longer or indeter- 
minate moratorium be imposed. 


As you know, the Comptroller of the Currency and other Federal and 
State regulatory agencies have established regulations and rulings 
under which electronic funds transfer and communication devices 
(usually referred to as consumer bank communications terminals- 
"CBCTs") may be implemented by financial institutions within 

their respective jurisdictions. Pursuant to such rulings, a 
number of financial institutions have applied to establish such 
systems. I am proud that The First National Bank of Atlanta 

was one of the first financial institutions in the country to apply 
for approval of the installation of CBCTs pursuant to the Comp- 
troller's ruling. 


Our plans for the CBCT type of facility, as well as the plans of 
other financial institutions, reflect the flexibility that financial 
institutions must maintain to meet the needs of our respective 
Markets. In our particular case, Atlanta has an unusually large 
number of individuals who need to use routine banking services 

during the evening when the otherwise convenient locations of branch 
banks are not open. We believe the CBCTs we plan to install will 
provide an excellent means of efficiently serving these existing cus- 
tomers. 


Of equal concern to us is maintaining our ability, and that of other 
financial institutions, to meet the challenges of expanding and 
shifting geographic markets in the face of rapidly accelerating costs 
for construction and maintenance of conventic al bank branches. If 
banking is to fulfill its responsibility of providing the American 
public with convenient services, we must maintain the option of using 
the type of facilities offered by CBCTs in situations where simple 
economics preclude construction of a conventional branch office. 
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Furthermore, our market population is rapidly changing and extremely 
mobile; and this makes the arbitrary banking boundaries of county 
and state lines inefficient barriers to providing required service. 
Certainly, we should have the same opportunities to serve our cus- 
tomers as those available to unregulated financial institutions 
which would be unaffected by any proposed moritorium. 


Some have expressed concern that additional study must be made on 
how to most efficiently and equitably develop an overall pattern 

of electronic funds transfer systems in the United States. Toward 
this e: ‘ongress enacted the legislation authorizing the two year 
commissic.: study of the implications of emerging electronic funds 
transfer technology. The purpose of this study is to provide Congress 
with an adequate base of information on which to make a decision re- 
garding any needed regulation in this area. We fully concur in the 
desirability of serious and open-minded study on this subject, and 
we are optimistic that the commission will pursue that course and 
ultimately provide constructive recommendations. 


However, we see no reason or benefit in imposing a moratorium on 
electronic funds transfer experiments and operations as a prelude to, 
or during, the commission's study. The consumer is interested in 

and has a right to receive the immediate benefits of all forms of 
electronic funds transfer services. Furthermore, to our knowledge 
there is no tangible evidence of any adverse effects on the public 

or any financial institutions resulting from any such experiments or 
operations. On the contrary, we believe the tangible evidence to 
date indicates that such operations have resulted in a substantial 
enhancement of public benefit and convenience. A moratorium, of 
whatever duration, could only have the effect of depriving the public 
of additional benefits from further development of these systems, 

and depriving the financial industry and the national commission, of 
valuable time and experience in a rapidly changing and emerging field. 
This handicap is unwarranted and would only serve to limit the public 
convenience, and the knowledge and experience of the industry and the 
commission, to those systems now in place or those not precluded by 
the moratorium. 


The financial regulatory agencies, which to date have had more ex- 
perience in this area than any other organizations, as well as the 
Department of Justice, have clearly spoken out against the imposition 
of any such moratorium and in favor of free and open competition in 
the development of efficient, economical and equitable systems for 
electronic transfer of funds. We share that view and are convinced 
that the moratorium suggested in H.R. 8024 can only work against the 
public interest and against proper development of the banking industry. 


Although not technically electronic funds transfer systems, financial 
institutions have for some time been utilizing systems that permit con- 
sumers and merchants to communicate with them relative to account veri- 
fication. Such systems have provided substantial consumer benefits 
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in the form of expedited check cashing and reduced incidents of bad 
checks. The cost to the consumer and merchant of a moratorium on 

any such systems would be appalling. Banks have been providing this 
service to consumers and merchants for years. Our bank has over ten 
employees engaged in supplying account status data of this type; yet, 
even with this type of service, it is extremely difficult for old 
people, blacks, poor people, welfare recipients, etc. to get a check 
cashed in Metro Atlanta. In the recent COPE study fifty per cent of 

the people interviewed who had income under $5,000.00 per year report- 
ed having difficulty in cashing checks at grocery stores alone. With- 
out this type service, check cashing might well become an impossible 
ordeal for these segments of our society. Our goal at The First National 
Bank of Atlanta has been to find methods of making check cashing easier, 
as opposed to more difficult, and to reduce the incidence of bad checks 
in Atlanta. 


Before closing, I miyht mention that as we interpret the Bill, the 
proposed moratorium would apply only to systems which directly auth- 
orize transfers of funds into or out of depositors’ accounts via 
electronic impulses. We do not believe the Bill's sponsors intend 
that the proposed moratorium apply to so-called check validation or 
verification systems which involve no electronic authorization of funds 
transfers but simply assist retailers in determining whether to accept 
a consumer's check presented for payment or cash. Such systems are 
analagous to credit card verification systems which have been in 
operation for some time and are well accepted and utilized. While 
there are compelling reasons for not enacting any moratorium, we 

are aware that the Congress may act upon measures which we deem unwise. 
If this shou’ 2ccur, the Billi should be clarified to eliminate the 
conflict ovex what systems would be covered. In order to minimize the 
possibility of confusion as to which systems a moratorium would cover 
if enacted, I suggest Title II of the Bill be revised to incorporate 
by reference the definitions of CBCT already established in the regu- 
latory agencies' rulings (such as the Comptroller's ruling) in this 
area. 


It is my hope that this will serve as written testimony of our Bank's 
position with respect to these provisions of the Bill and, accordingly, 
copies are being distributed to members of tie Subcommittee. 


Thank you for your consideration of our comments in these matters. 


Thomas R. Williams 
President 
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Statement of William H. McKenzie, Executive Vice President 


We understand that your Subcommittee has schedulec a hearing on 
July 14, 1975, to consider H.R. 8024, We further understand that 
interested parties may submit written comments to the Subcommittee 
prior to this hearing. Our comments will be directed only to Title IJ 
of H.R. 8024, i 


While we realize that there are sincere concerns that the current 
development of electronic funds transfer systems may result in harm 
to some financial institutions or to the general public, we do not share 
that concern. In reviewing the last twenty years of banking, we find 
that the public has benefited fro 4 innovations by competing financial 
institutions. 


Recognizing the consumer and institutional benefits that EFTS 
developments already have brought about and that continued develop-— 
ment will foster additional benefits, federal financial regulatory 
agencies and the legislatures of at least fifteen states have expressly 
sanctioned the development of electronic funds transfer systems. 

We do not believe it is the intent of Congress that the National Com- 
mission on Electronic Funds Transfers needs the authority to monitor 
and control all such experimentation authorized by such agencies. It 
is our understanding that the Commission would observe the evolutionary 
development of such electronic funds transfer systems and report to 
Congress if such controls were necessary. 


We believe that the orderly development of electronic funds transfer 
systems to benefit the general public can be best achieved by deleting 
the entire section of Title II from H. F. 8024. In this way, the Com- 
mission will be in a position to observe the various experimental and 
operational systems of electronic transfers, evaluate the benefits or 
the harm to the public or to other competing financial irstitutions. 
T'ese e._.luations would be of tangible efforts and tangible benefits 
and tangible harm aru not theoretical benefits or harm. We believe 
further that the procedures outlined by the Home Loan Bank Board 
and the Comptroller of the Currency are evidence that these agencies 
expect to and are prepared to monitor and control developments if 
"abuses" occur. In the meantime, the National Commission on 
Electronic Funds Transfers can continue to evaluate the actions of 
financial institutions and the reaction of regulatory autt orities, 


In summary, we believe the best interests of the public will be 
served by deleting Title II from H.R, 8024. 
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Presentation to the 


Subcommittee on Financia] Institutions Supervision Regulation and Insurance 


Of the 
Committee on Banking, Currency, and Housing 


Of the United States House of Representatives on H. R. 8624, Title II 


Stephen J. Kohn 
Vice President Economics and Planning 
Union Commerce Corporation 
Cleveland, Ohio 
July 14, 1975 
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Mr. Chairman and members of the Subcommittee, I am Stephen J. 
Kohn, Vice President for Economics and Planning, at Union Commerce 
Corporation, a multi-bank holding company, primarily consisting of state 
member banks in Ohio. I served as Superintendent of Banks for the State 
of Ohio from 1972 to 1974. During my term, I both issued rulings and 
proposed legislation to allow greater consumer accessibility to the emerging 
electronic funds transfer systems (EFTS). 

In examining these issues I tried to establish a conceptual frame- 
work to allow an orderly evolution of all aspects of EFTS developments. 
A ruling allowing card interchange between banks throughout the state was 
adopted. A law defining point-of-sale terminalis and automated teller 
machines as non-brancues was proposed, but regrettably not enacted. 


This was necessary because of the proliferation of terminals in Ohio. 


I. GENEKAL ISSUES RELATING TO FFTS DEVELOPMENTS: 

It is apparent in trying to resolve questions of law and technology 
that the resolution of the conflict should enhance both competitive forces 
and consumer utility. EFTS enhances consumer utilization of financial 
institution services. These installations force responses by others in 
the market. A moratorium on EFTS implementation, absent evidence of 
difficulty, would be i: error. The wisdom of a proposal for hasty study 
by an unnamed Commission with diverse membership must be questioned. 

When financial institution regulation's function is diverted 
from protecting the public to protecting institutions from competitive 
forces, the advisability of allowing this distortion must be examined. 


The purpose of regulation is to prevent institutional failures while 


protecting the consumer. Questions of competition, privacy, social efficiency, 


and monetary policy amongst others, also must be considered. But the 
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basic concept should be that if a proposed statutory restriction cannot 

be shown to improve materially one. of the stated goals, then it should 

not be enacted. When an existing restriction does not improve the quality 
of regulation and,in fact,restricts consumer utility, it should be 
eliminated. H. R. 8024, Title II cannot be shown to meet rational tests 
for meaningful legislation. 

There is a great tendency in government to continually expand 
the sphere of control to the point at which effective performance by 
regulated institutions in meeting public needs is diminished. Equally 
great is the tendency to adopt temporary measures to address unresolved 
and undefined issues and,in reality, then create longer term problems. 


Title I of this legislation, which extends Regulation Q authority, exemplifies 


the legislative implementation of this tendency. 


Regulatory and statutory policies formulated to protect financial 

: institutions which are not in danger of failure, but which are non- 

innovative or have near monopoly positions in a local market, penalize 

the consuming public. This is not an attitude bevorisg unsound or poor 

banking practices or major structural distortions. The effective regulator 
must have sufficient tools at his disposal to prevent this. However, it 

is far wiser to concentrate regulatory and legislative resources on real 
problems than to dissipate them over a broad range of trivial and protectionist 


issues. 


II. ELECTRONIC FUNDS TRANSFER SYSTEMS DEMONSTRABLE AND POTENTIAL BENEFITS: 
Objections to EFTS are noi. based primarily upon demonstrated dangers 


to the stability of the financial institution or excessive concentration 
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resulting from liberalization regarding location. However, if sustained, 
they may have a major impact by reducing consumer convenience and altering 
the position of regulated financial institutions relative to non-regulated 
competitive industries. To assume that EFTS ac ersely impacts smaller 
institutions does grave injustice to their potential for innovative 
action. To assume that each pro-competitive liberalization of regulation 
impairs development by a class of institutions indicates a lack of con- 
fidence in both regulators and these institutions. To assume the need 
for a moratorium on the installation of devices which are generally regarded 
as benefiting consumers is absurd. While the 90 day proposed moratorium 
appears to be short, it is not justified that we should assume the need 
to place a hold on EFTS developments and set an unfortunate precedent for 
a future extension of the moratorium. The absence of injury and the 
favorable evidence of enhanced consumer utility would seem to eliminate 
the need for any consideration of a moratorium in a rational analysis of 
this problem. Hearings on S. 245 and the Comptroller's hearings on April 
2nd and 3rd, failed to produce any meaningful evidence to justify the steps. 
proposed in Title II. The Senate Banking, Housing, and Urban Affairs 
Committee, after lengthly debate, has tabled a move for a legislative 
moratorium on July 9, 1975. 

Others object to EFTS developments because of their impact on the 
dual banking system. The dual banking system should not operate so that 


the agency desiring a change, be it more or less permissive, has to wait 


for the least aggressive agency's decision. As a State regulator, I was 


o £ +h 


continuaily urged to defer acilons on today's EFTS problems pending further 


directives from Washington to the three Federal banking agencies. Only after 
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extensive consideration of the problem, did one of these Federal agencies 
take a decisive and definitive position. 
The system functions because of competition between agencies and 
fails to function when its presence is used to block change. Different 
states have different options for reacting to EFTS and will react differently —- 
some already have. Too long a period has passed since the issue was first 


raised to plea now for a moratorium on progress. To say that all states and 


all Federal agencies must react identically to each issue and now must delay 


action, distorts the workings of the system. If all regulators were to 
react the same way to each change, then we might as weil eliminate the 
system. While a lack of uniformity in deciding this issue is regrettable, 
to continually delay policy implementation until it is uniform’ is even more 
damaging. To assume, however, that a still unnamed Commission composed of 
twenty-six members with diverse backgrounds can resolve these problems 
within 90 days when regulators, Congress, and many State legislatures 

have been unable to do so over several years, is unrealigetic. 

Much of the discussion and litigation in the last few months has 
been concerned with whether certain EFTS devices fit Federal branching 
definitions. The distinction is primarily between locations at which a 
general banking business, including but not limited to specific functions 
such as deposit acceptance, check cashing, and the baetlarinn of loan 
activity can take place,and devices or methods by which a limited number 
of transactions -- all subject to some additional completion steps -- 
can be undertaken. These devices are communications devices. Given this 


distinction, these devices then become one of a series of methods having 
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evolved over time to simplify the utilization of facilities. This is true 
because locational costs have prevented locational optimization and 
operations at times of greatest consumer convenience. These include: 
banking by mail, preauthorized payments, telephone and telegraph orders, 
and home service. In each case, given an established relationship with an 
institution, a transaction takes place through some non-branch technique. 
This differs from the situation at a branch in which the initiation or 
termination of a relationship and a general financial business can take 
place. If one assumes that the EFTS terminal is a branch, then at what 
point do the business methods cited, which have already received wide 
acceptance through common usage, become branches? 


Unfortunately, implicit in much recent debate is the belicf that 


pe X 
if financial institutions williagly introduce these techniques, regardless 


of the evidence, there must be some unknown anti-consumer aspects which 
justify a “temporary” moratoriun. 

Branches are not necessarily located or opened at times to maximize 
consumer utility. Utility is not derived from going to the bank, but 
in the result of the transaction. Thus, blocking these developments, 
in an objective environment, would be considered anti-consumer -- 
proposing their installation -- pro-consumer. The distortion created in 
attempting to reverse these roles is great. 

Terminals can be located precisely where and operated when consumers 
can maximize their utility: airports, factories, and supermarkets. This 
can be done for a far lower cost to the institution than for a branch, 
but they are not a substitute for a branch. New accounts cannot be opened, 


loans cannot be initiated, and a host of complex financial transactions 
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cannot be undertaken. The lowcr cost of the devices and the fact that 
incorrect decisions on the location of the devices are more easily 
remedied than in the case of incorrect branching decisions, would seem 
to indicate that an error in location is of far less consequence than 
an error in branch location. 

Since EFTS devices cited by the Comptroller and the Federal Home 
Loan Bank Board serve existing customers of the institutions, to the 
degree to which over time, customers of other institutions change 
affiliation because of the device, these institutions have the options 
of either operating their own devices or competing through some other 


> 


means. 


In addition, these devices can be used widely to service large 


‘pumbere of communities which are to small to justify construction of 
full service branches. The lack of cumbersome branch application 
procedures and the absence of geographic limitations may encourage their 
installation in these communities. 

Those who assume distant institutions entering a market with an 
unmanned or third party unit and then dominating that market, lack 
convincing arguments. It is far more likely that customers would use 
.the devices installed by their own in-titutions, than those of out of 
area competitors, absent a basi cketing weakness on the part of 
existing institutions and a dramatic change in public attitudes. 

Thus, to the degree to which recent proposals facilitate wider- 
scale installation of devices which enhance consumer accessibility to 
financial institutions at a reduced cost and follow actions ur*ertaken 


in several states, they have great potential for public benefit. 


III. ADDITIONAL QUESTIONS: 


Questions have been raised regarding the privacy and confidentiality 
of banking information in the EFTS environment. Based, however, on the 
existing installation of over 8000 devic-s without significant adverse 
comment, these questions do not appear to be of major significance today. 
However, only through additional installations will the opportunity for 
rational examination of these questions be provided. 

While Title II appears to indicate the experimental nature of 
these installations, they are neither mew nor unique. If an obvious 


danger existed either to institutions or the public from their installation 


through overspending or fraud or burglary or any other factor, it would 


be apparent by now. While the rulings by the Comptroller of the Currency 
ana the Federal Home Loan Bank Board are new geographically, financial 
institutions have had ample opportunity to demonstrate in the last few 
years their ability to function satisfactorily with these new tools. 

The further questions of monopoly and excessive concentration 
have been voiced. The multiplicity of sharing arrangements that have 
been offered during the short time the machines have been operating, 
indicates that there is no single and obvious solution to this problem. 
Only through experimentation can the issue be resolved. As long as 
institutions are not precluded from entering into some wide-scale 
EFT system, will this problem be solved. In addition, the Department 
of Justice has frequently noted this pr°blem and will act if this 
anti-competitive exclusion evolves. 

The rulings permit institutions to operate ever a wider geographic 


area than currently permissible. Loan production offices and non-banking 
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affiliates of holding companies enjoy the advantages of wide geographic 
coverage. Non-regulated institutions provide nationwide financial services 
without any apparent distortions to the economy. One has to assume that 
the imary impact has been enhanced competition while there has been no 
evidence of destructive features. 

Those who ask for delay not only ignore the public benefits, but 
ignore intermediaries which enjoy privileges not afforded regulated 
institutions. Arguments by some institutions to restrict their own 
expansion, in light of competitive actions of other industries, are 


difficult to understand. 


IV. CONCLUSION: 

There are two alternative approaches to reacting to EFTS. One 
is to retard many developments until the impossible point of completing 
a total study. This obviously will not take place in 90 days. The other 
approach, far more prudent and serving the public interest, is to allow 
sound practices to proceed and for individual institutions to make their 
own competitive judgments as to their reaction to new technologies. The 
rulings by the regulatory agencies open new opportunities, they do not 
mandate changes. Those who object do not present any examples of 


difficulties resulting from EFTS installations or proof of how the public 


would be ill served by the simplified procedures allowed. It is hard 


to imagine how allowing for easier check cashing in our impersonalized 
society,or allowing easier access to bank services,or allowing for easier 
pre-authorized cash advances,or min mizing fraud abuse through credit 
cards can be considered to be against the public inte ust. A rational 


populist analysis of these questions which show that many of the services 
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now proposed to be provided electronically have been available to the 

wealthy, the educated, and the non-minority groups through non-EFTS 

procedures. EFTS is color, sex, and status blind. Non-discriminatory 

techniques should be mandated by the Congress, not djected to a moratorium. 
Either restrictions on activity or a relaxation of laws must be 

justified by some clearly defined cost benefit criteria. To simply 

state that there "may be" risks inherent in change,without demonstrating 

them, does not justify stifling progress. This is particularly true 

"when an apparent improvement in public service which is pro-competitive 

will take place if these developments continue. 


Each serious examination of financial institutions has resulted 


in a suggestion for loosening the restrictions on branch locations. An 


opportunity for a major change in services provided by financial institutions 
is now developing. We can reject it, reducing the pace of improving 

public convenience; we can ~etard it and thus, fail to allow for an 
evaluation of these developments; or we can accept it, allowing the 
competitive system to function effectively and add to the opportunities 

open to consumers. 

The ultimate resolution of the question should be obvious. It 
is unfortunate to delay it by an unneeded moratorium or by asking-an 
unnamed Commission, which had been assumed to need two years for careful 
Study, to quickly complete its task. Now we should be providing the 
evidence to the Comnission as to what financial institutions can do to 


serve their customers. A moratorium will deny us this opportunity. 
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Statement on 


H. R. 8024, Title III - Mortgage Disclosure 


Submitted for the Record by 


Rev. Msgr. Lawrence J. Corcoran 
Executive Director 
National Conference of Catholic Charities 


July 3, 1945 
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The National Conference of Catholic Charities, Supports Title III 
of H.R. 8024, 


We support the proposed reporting on a census tract basis as 
4 more realistic tool of disclosure than zip codes. In addition 
data so reported can then be correlated with other useful information 


collected by the Census Bureau. 


We urge that Sec. 304 (c) be dropped from the pending bill ana 
that reporting be on all commercial and residential real estate loans 
outstanding and on total deposits. Such data is easily available; 
the estimate of costs in the Senate report are not unduly high; ana 


it would furnish further motivation for financial institutions to 


more rapidly correct an imbalance in their loan practices - in this 


case as reflected by loans outstanding. 


We also urge “ne lines 12 through 18 of 5s, 1281, as reported, 
be added to clarify Sec. 306 (a), in order to insure the freedom of 
the States to pass more comprehensive legislation shoulda the need 
exist in any of the several States. And we support the study pro- 


posed in Sec. 307. 


With some 1,500 member agencies and institutions throughout the 
United States, the Conference is committed to providing services to 
those in need and supporting public policy which would strengthen the 
fabric of family life and the welfare of individuals in our country. 
Catholic Charities represents the largest non-governmental program in 


the field of social welfare in the United States. 


2101 


While we have an interest in the housing legislation which comes 
before the Committee on Banking, Currency and Housing, it may seem 
unusual for us to submit testimony on a matter of banking practice. 
The banking practice at issue, however, has an impact on the quality 
of human life. We want to emphasize the human problems which result 
from the process of disinvestment and redlining in our cities, and 
the resultant problems for social service agencies and the increase 
in social and other service costs. We want to emphasize the terrible 
human cost of providing remedial services, necessary as they are, to 
meet the human problems which result while a key basic cause of 
neighborhood deterioration is not attacked. We want to point out 
the problems our agencies have to meet, and the eventual high costs 
for private agencies and the public sector in providing services 
as well as rebuilding neighborhoods destroved as the result of 
actions taken by private but governmentally protected and regulated 
financial institutions. In short, we want to emphasize the short- 
sighted, self-fulfilling prophecy of neighborhood disinvestment and 
xredlining, and the urgent need for bringing such practices into 


check, 


It is what our agencies find as they provide services to in- 
dividuais and families from various neighborhoods which leads us 
to testify in favor of Title III of H.R. 8024, in an effort to make 
it possible for the neighborhood to remain the strong and vital 
locus it must be for stable and healthy family and social life. The 
bill before this Committee supports the public right to know and 


represents only the most modest. attempt to expose and deal with 


the disinvestment and redlining problems. We will support more 
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vigorous legislation if the problems which research in various 
neighborhoods around the country has documented, an?’ which disclosure 
under this bill will reveal, are not met rapidly, and with a social 


conscience, by the part of financial institutions. 


Testimony on the Senate side and before your Subcommittee amply 
documents the nature of the disinvestment and redlining process and 


its impact on housing in our neighborhoods and our cities. 


Simply put, the term disinvestment means taking money from a 
neighborhood in the form of bank and Savings and loan deposits and 
using that money elsewhere rather than reinvesting it in the health 


and future of the neighborhood from which it comes. Redlining 


means the refusal to make mortgage loans in a neighborhood, or 


making such loans under such restrictions -- points, interest rates 
or shortness of term -- so as to make an investment in the main- 


tenance of that neighborhood very difficult if not nearly impossible. 


The behavior of financia stitutions under question has 
become increasingly obvious to the observer of the urban scene since 
the Supreme Court in 1949 ruled that racially restrictive covenants 
were unenforceable. That decision was the right and moral decision. 
But the ptactice since then of lending institutions and the Federal 
Housing Administration manipulating the health of our neighborhoods 
has pitted citizen against citizen, heightened racial feelings, and 
substantially extended racial segregation in housing, with its re- 
sultant spread into education and other fields. The maintenance 
of good neighborhoods and good cities, and the encouragement of a 


free housing market, require non-discrimination and financial 
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stability. in the housing market. Policies and practices which threaten 
that financial stability, encourage neighborhood and city decline, 


are also racially discriminatory, and must be exposed and ended. 


It is the experience of our agencies around the country, that 
the maintenance of good housing and strong neighborhood structures 
are essential to the quality of life. The absence of mortgage money, 
or home improvement loans, to enable a normal turnover in housing 
supply or to maintain housing quality inevitably leads to deterioration 
ar. lack of pride, to demoralization and a weakening and destruction 
of neighborhood institutions and the fabric of a healthy social life 
in our neighborhoods. Likewise, the withholding of commercial real 


estate sounds the death knell for a neighborhood. 


The process produces family tensions, weakens human support 
systems, and encourages a weakening of the normal social controls 
in a neighborhood. It results in an increased need for a variety 
of remedial social services to old residents as well as to new 
residents. Ultimately there is a substantial growth in social service 
and cther costs including the terrible costs of rebuilding huge sections 
of our cities, to which we've still not set. our minds in any realistic 
way. In fact, much of tiie housing and urban legislation of recent 


years was passed in an effort to rebuild the devastation wrought in 


good measure by disinvestment and redlining and the exploitation 


which flows from this process. The need for many of our agencies’ 
services and the substantial increase in public costs in social and 
other services begins when the process of disinvestment and red- 


lining cuts off the essential flow »f money to maintain the neighbor- 
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hoods. 


While our agencies are active in providing the services to meet 
the results or human symptoms of the disinvestment process, a number 
of them are and have been active, as well, in working with community 
groups to get at the causes. Just a few weeks ago the directors of 
our agencies in California met to see how they might get more involved 

~-in working with community groups to see that financial institutions 
do not take money from a neighborhood and then leave it wither and 
deteriorate. This interest in getting at causes is an essential part 
of our work. Our commitment to providing services to meet human needs 
presupposes a willingness to work at eliminating the problems which 


produce the need for many of those services. 


~ 
When a neighborhood loses its financial base, its supply of 


conventional money, it isn't just housing stock which begins to decline. 
Neighborhoods are made up of neighbors, and they begin to lose their 
ability to maintain the essential social patterns and consequent 
quality of life. Others then begin to buy and sell the neighborhood 
for their own gain, to the ultimate destruction of the social life 

of that neighborhood, and usually to the detriment of new residents 

who find their way to a neighborhood poorly maintained, poorly 

financed, often poorly serviced, and with little left in the way 


of a stable ongoing social vrocess. 


Wnen the disinvestment and redlining process begins, families 


are unable to maintain and improve the physical conditions of their 


homes. They become unsure about the wisdom of making a personal 
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financial investment, or a sacrifice, to purchase or improve homes 

and apartment buildings. They find it increasingly difficult to 
transfer property in normal fashion to potential new residents and 
even from one generation to another. As deterioration sets in they 
lose their pride in the neighborhood. With great emotional reluctance 
and turmoil they begin to think of wrenching themselves out of what 
has been a happy place to grow up, a happy place to rear a family, 
what has been a culture for them. They feel they are forced to move 
to an alien place, perhaps some distance from jobs, from friends, from 
church or synagogue, from familiar shopping and recreation, disrupting 
the education and friendships of their children, trying to settle in 

a new physical environment, different from that which was familiar 

and without the mutual support of the old neighborhood and their 
neighbors and friends. Often a neighborhood will find itself with 

a disproportionate number of elderly residents, -- younger families, 


friends and natural social and voluntary support systems are gone. 
Following are a few of the service problems (and costs) our 


agencies must meet in such settings: 


counseling and psychological and. psychiatric help to families 
and individuals facing financial pressures and unexpected 


tensions and disruption from change, and from moving. 


financial counseling for families who formerly had secured 


much of this from the financial institutions which had served 


the neighborhood. 


an investment in the development of new community organization 
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efforts to help the neighborhood counteract the action of the 
financial institutions, the property speculators, and the panic 


peddlers. 


very often community organization efforts to encourage racial. 
tolerance and integration to counteract the racial passions 
stirred up by the process of disinvestment, redlining, property 


speculation and panic peddling. 


more work with juveniles experiehcing an increasingly rootless 
situation and subject to the increasingly unstable forces 


of the streets and parks. 


increased organized and supervised neighborhood recreation 


programs. 
expanded and new services to increasingly isolated elderly. 


Gradually as the neighborhood deteriorates the voluntary system 
of mutual self help, which underpins the more formal social services 
and keeps these services at low cost is destroyed. In the neighborhood 
of origin, undergirded by financial institutions commited to its 
future, with its reiatively stable social life, private and public 
agencies providing financial help in emergencies, and social services 
when needed, were able to take advantage of contributed time and 
neighborhood institutions, and the cost of essential services was low. 
Actually, systems of mutual support among friends and old nei 


and among relatives in close proximity, took care of most service needs. 


After disinvestment and redlining, after the financial base of a 
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neighborhood is stripped away for someone else's financial gain, private 
agencies find their costs of service increased. There is the increased 
cost in providing the services to meet human trauma during the de- 
terioration, and after the move, as well as a much higher cost of 
providing services in a deteriorated neighborhood with few continuing 
institutions or social patterns lending stability and support to social 


life. 


Catholic Charities of Chicago reported to us what happened in 
the Roseland community there. In 1962, 73% of the home sales were 
conventional; only 6% were sold under FHA programs. "In 1965 the 
banking industry pushed the panic button and mapped the initial red 
lines. By 1970 all of Roseland was redlined. In the course of foux 
years (1965-1969) conventional loans plummeted to under 10% while 
FHA loans gathered 86% of the home mortgage market. Roseland, in 
1975, is a community in deep trouble. Chicago's HUD office reports 
that there are currently 857 homes with FHA, 203 mortgages which are 


in default or foreclosure. The streets of Roseland are lined with 


homes abandoned, boarded and bearing . . . ‘No Trespass' signs." 


Our member agency goes on to report this year they expect a 
caseload increase of more than 100% over the years prior to 1973, 


even though the number of Catholics in the neighborhood has been 


decreasing. I know too, that the agency has had to make a financial 


investment in community organization in Roseland. We are told that 
while Chicago as a whole experienced a 37% increase in crime from 
1967 to 1974, in Roseland during the same period, crime increased 


160%. Our agency also reports that Roseland public grammar school 
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achievement levels have dropped well below the nation-wide and 
Chicago averages. Ultimately the public cost soars as disinvestment, 
redlining and then human impact march on through the blocks of a 
neighborhood and the neighborhoods of a city. As we have found in 
city after city housing stock so deteriorates as to require complete 


rebuilding of what had once been sound neighborhoods. 


The process is traumatic to individuals and families regardless 
of race or ethnic origin. And it is traumatic to cities. And along 
with the wrenching human cos:, there is a growing financial cost -- 
of services and of rebuilding -- transferred from the private to 
the public sector. ‘s¢hereas once a stable supply of conventicnal 
mortgage money was a key pillar on which the stable neighborhood 
rested, now the local, the State and the Federai governments must 
increase their budgets to prov‘de the social services, meet the 
increased crime generated by a less mutually supportive pattern of 
neighhorhood life, meet the social service costs, meet the costs 
of physical rehabilitation and rebuilding. New residents trans- 


planted enmass into a neighborhood find their housing costs higher 


than former residents, stores and shops and other essential parts 


of a neighborhood infrastructure gone. And as we know too well, 
even the new residents, transplanted into what was once a healthy 
neighborhood, struggling as well as they can against the forces 
around them, are often displaced in the rehabilitation and clearance 
and rebuilding which may ultimately have to take piace. They are 
then just pushed, often at financial loss, into another neighborhood 


where the financial institutions have begun anew the process of 
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disinvestment and redlining. 


The process marches on while the very life of a city is sapped. 
At one time in Chicago, 52 square city blocks a year experienced 
this kind of process. And other cities . ave a similar experience. 
And it is especially cruel, that often the money of neighborhood 
residents themselves, deposited in local financial institutions, is 


denied their own neighborhood. 


Racial and ethnic bias, as well as irresponsible profit drives 
furnish the unworthy motive for the leadership of those financial 
institutions who milk or deny our neighborhoods of their essential 
financial base. Shortsighte ness plays a role too. But our people 


and our neighborhoods can ill afford these vices. 


It seems evident that to maintain vital neighborhoods and vital 
cities, to reduce racial tension and permit racizi integration to 
take place, to lower social and other service costs, and to reduce 
the ultimate bill for rebuilding ovr cities, a stable source of 
conventional mortgage and commercial real estate money is essential. 
Title III of H.R. 8024 is the mildest of tools to help make this 
seasibin. It would help curb the ignorance and exploitation and 
greed which destroy neighborhood life. It will help the people 
we serve and it will help our agencies work with community groups 


to insure the financial security of their neighborhoods. 
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THE CENTRALTRUST COMPANY, 1 


ROBERT M. KLINGLER 
Vice President 


July 18, 1975 


House of Representatives 

Committee on Banking, Currency and Housing 
2129 Rayburn House Office Building 
Washington, D. C. 20515 


Gentlemen: 


We would like to address four aspects regarding continued EFTS 
developmental processes: 


1. The development of a new delivery system of financial 
services is uc.initely in the public interest. 


2. The deposit function is the single most important 
aspect of this new systen. 


That small banks have the most to gain from the 
development of these new delivery systems. 


That the public interest will best be served by 
competition in the development of these systems 
in a free and open environment. 


These arguments are supported with our experience in an EFT environmen‘:s. 
We find that technology is presently available, particularly in ATM's, in 
the delivery of financial services and cur customers perceive this new 
electronic delivery system as a major convenience. Time and place of 
delivery are key factors in this utilization of new level of customer 
service. Thus customer convenience, through an electronic device, becomes 
the determining factor, not traditional “banking hours". 


fo fuily utilize the time and piace convenience, it is necessary that 
these electronic terminals handle routine banking functions of which the 


deposit is the central function. Cur experience with ATM's to date shows, 
without exception, dollar deposits exceed cash withdrawals. 
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With regard to the small bank issve, The Central Trust Company, N.A. is 
not a giant in the banking inductry. As of 12/31/74 deposits were : 
$640 million, the 150th largest bank in the country. Electronic terminals 
will allow small banks to deliver to their customers normal fiuancial 
services in a more efficient and less costly manner. The utilization of 
brick and mortar facilities and extended hours is extremely expensive and 
often economically not feasible. Thus, competition and customer servicing 
will be increased, not decreased. ¢ 

Finally, in this infant stage of a new delivery system, we have found we 
approached EFT's in one manner to serve our cuetomers, while others in 

our industry have used other approaches. We are in a trial and error 
period and the actual experience will indicate the most efficient long 
term approach. We feel this experimentation is in the nublic's best 
interest as it should determine the best system by its ultimate acceptance. 


We are opposed to an EFT moratorium. Let all segments of the business 
community participate, or not participate, in these experiments as they 
see fit. But let those institutions who are willing co invest their 
_capital continue to experiment and develop this new delivery system.. Then 
let the public pass ‘udgment. 


Very truly yours, 


PLAN 


Robert M. Klingler 
Vice President 


fic 
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TESTIMONY OF: 


DAVID S. SUTTON 
VICE PRESIDENT 
FIRST OGDEN CORPORATION 
400 S. MAIN ST. 
NAPERVILLE, ILLINOIS 


SUBMITTED TO 
THE HOUSE SUB-COMMITTEE ON FINANCIAL INSTITUTION 
SUPERVISION, REGULATION AND INSURANCE 
: OF THE 
COMMITTEE ON BANKING, CURRENCY 
AND HOUSING 


Regarding H.R. 8024, Title II 
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We are opposed to any moratorium such as proposed in 
H.R. 8024, Title II: Our opposition stems from our experience 
of working with 20 small banks in the Chicago area on EFT, EDP, 
and other services. These banks range in size from just over 
$100,000,000 to less than $1,000,000. 

First, the effect of any moratorium would be to provide a 
competitive advantage to large banks, at the expense of small 
banks. Simply put, during any moratorium period, the large 
banks have the resources to pursue several alternative strategies, 
knowing that only one will be implemented, pending the outcome 
of action taken during the moratorium. As small banke, we do not 
have the resources to pursue several alternatives; we must be 
right the first time because we can only afford to do it once. 

Therefore, a moratorium would be extremely harmful to the 
small bank. 

Secondly, a moratorium would be anti-competitive. 

It seems to us that the issue is properly framed as 


"Self-Service Banking". We define "Self-Service Banking" as 


provicing the customer's direct and instantaneous access to 


his own funds, and a full range of banking services, without 
dependence on his physical presence at the banking office. 

We see the customer being able to take delivery of financial 
services at times and locations where it is most convenient for 
the customer, without reliance on bank personnel, or bank-owned 


machinery. 


This "Self-Service Banking” will presumably take place 
through machines, some totally automated and some manually 
assisted, and will probably use a plastic card as the access 
vehicle. 

Very simply, we favor competition in the creation and 
delivery of financial services as we feel that is in the best 
interest of the customer and the “an:. 

The effect of Self-Service Banking and the coming EFT 
Systems will be that bankers will have to learn to compete 
on some basis, other than geographic exclusivity. We do not 
find that competition to be frightening, threatening, or impos- 
sible; and we do not want it postponed by moratorium. 

We are more concerned about competition from non- 
financial industries which can provide financial services without 
the regulations and safeguards presently in force for financial 
institutions. 


To cite one example, it has been demonstrated that the amount 


of consumer installment credit held by primarily manufacturing 


concerns, and by primarily retail firms, dramatically outstrips 
the consumer installment credit held by any financial institution, 
and further that consumer credit programs of several individual 
retailers outstrips the total volume of either of the two 
national charge card plans in this country. 

Let me just Gescribe one hypothetical example. Suppose 


that Sears, Roebuck (or any nation-wide retailer) determined 


it was more profitable to sell me $50 worth of cash than it is 
to sell me $50 worth of merchandise. Having made that 
determination, Sears would then announce that any customer 

with a Sears credit card could get a $50 cash advance at any 
Sears cash register. To carry the scenario even further, Sears 
would install 24-hour machinery at selected stcres and shopping 
centers which would also dispense cash advances against their 
credit card 24 hours a day. That sort of possibility gives me 
many more sleepless nights than any kind of competition that we 
face or anticipate within the financial industry. cheariy, the 
financial industry must be given the tools to compete with non- ~ 
financial based companies in the delivery of financial services 
to the consumer. No moratorium could be sufficiently broad to 
prevent development and implementation of financial services by 
non-financial based (and unregulated) companies. 


Our second concern for competition is for equality among 


all financial irstitutions. While there have been imbalances 


among various beneath ot the financial industry created by 
legislative and regulatory edict, it would seem inappropriate 
to further those distinctions and competitive inequalities by 
restricting the use of electronic delivery systems to one 
segment of the financial industry. We feel very strongly that 
customers benefit from competition, and further, that 
competition must be on an equal basis among all financial 


institutions or at least as equal as legislative and regulatory 


action can provide. A moratorium would foster competitive 


inequality. To understand specifically how a moratorium would 
impact our client banks, let me briefly explain First Ogden 
Corporation. It is a bank service corporation which has been 
working for more than five years for a group of now 20 banks 
in six counties in Illinois. The largest of these banks is 
approximately $100 million in total assets; 15 of our 20 client 
banks had total assets of under $30 million at year-end. One 
was $658,000. Taken as a group, our 20 client banks have total 
assets of approximately $425 million. First Ogden Corporation 
provides a wide range of services to these banks on a fee basis. 
We do not own these banks, nor do they own First Ogden. These 
services include auditing, marketing, bank operations, and 
purchasing. In addition, First Ogden has seven wholly-owned 
bank related subsidiaries, the largest of which is First Data 
Services providing EDP services to each of the 20 client banks. 

In short, these smali banks have found the service corpor- 
ation concept to be an effective means of acquiring professional 
expertise at significant cost savings, and have found a means 
to compete effectively with. not only the bank across the street, 
but the larger Chicago banks as well, without losing any 
independence. 

Our point is that while the small bank is prohibited from 
doing some things by virtue of its size, it is not prohibited 


from cooperating with other small banks to achieve economies 


of scale and competitive equality in the marketplace. 


Electronic Funds Transfer Systems are one of the shining 
examples of how this concept is being applied to provide a 
major benefit to the small bank. 

Our corporation began work, along with a committee from 
the client banks which we serve, some 18 months ago to plan the 
entry into EFT systems for these 24 banks. 

Our initial thrust was to attempt to plan for 
interchangeable cash dispensing or automated teller equipment 
in each of the banks, which would be available to customers of 
all 20 banks on an interchange basis. While this type of 
service may not have unique appeal in a ;. tate which permits 
branch banking, it certainly did have unique advantages in 
Illinois, which is a strict unit banking state. 

The committee's original task was to determine which 
brand of equipment was best suited to our needs. But by the 
time we had worked 90 days on the project, we came to the 
inescapable conclusion that we were asking the wrong question. 
Instead of attempting to determine which brand was best fer 
an interchangeable system of cash dispensers among’ all 20 
banks, we realized we had to leok at the total picture of 
Electronic Funds Transfer services and plan for a broad based 


and comprehensive entry into Self-Service Banking. 


Our planning then took a different direction. We made 
several assumptions about the marketplace: 

1. That the system will use as an access vehicle a’ 

plastic card, probably magnetically striped. 

2. That the card will be a “transaction" card. A 

credit feature may also be offered as a part of the 

transaction card, but that is elective 

3. That the Midwest Automated Clearing House will be 

operational by mid-1975 and that First Data will be able 

to participate directly in the Midwest ACH. 

4. That the Federal Government will implement direct 

electronic deposits of Social Security checks nation- 

wide by the end of 1975, and that direct electronic 

deposits of other regular government payments will 

become even more prevalent in a reasonably short time 

period (less than five years) after that. 

5. That one or. more savings and loan associations in 

the Chicago Metropolitan area will (within one year) 

offer a supermarket terminal installation similar to 

First Federal/Hinky Dinky in Nebraska. 

6. That one or more Chicago banks will, within one 

year, offer one or more card-based EFT services to 

their customers. 


7. That with the installation of the Midwest ACH, 


Chicago banks will be aggressively seeking business 


from commercial customers in what we have traditionally 


considered to be our markets. 

Five of those seven assumptions, which were made in 
November of 1974, have already been changed from assumptions 
to fact. 

We further agreed that customer services logically were to 
be delivered in four geographic areas: 

1. At the bank 

2. At the retail merchant 

3. In the customer's home 

4. At the customer's place of employment 

We went on to determine which services would be offered at 
which location, and the priorities for same: We determined the 
type of equipment required to support those services in the 
various locations; we specified the attributes of the various 
types of equipment, and in addition, the computer response 
necessary to properly support each of the attributes of the 
terminals and the services we intend to deliver from that 
equipment. 

Since this is a public nearing, I am not at liberty to 
reveal the precise details of our plan of operation, but the 
result of that planning has been the approval by the banks in 
the group of the system concept, and we are now in the final 


selection stage for the equipment itself. e 
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We anticipate providing card-based EFT services to 
customers of these client banks in the fourth quarter of this 


year, or early next year. 


Since we have not finally contracted for the equipment, 


specific cost figures are not available. But in general terms, 
the bank's investment” in the system as a total group will be 
somewhere in the $400,000 to $500,000 range, including in-bank 
terminals. While this would obviously be a prohibitive 
investment for any one of these banks individually, it is not 
at all unreasonable on a group basis, and our group concept 
makes that possible. 

Institution of a moratorium at this point would be severely 
damaging to this project. We are now Crawing contract specifi- 
cations for equipment, and defining programming and other changes 
in our computer center, as well as testing actual systems. 

All of this would be brought to an immediate and damaging 
halt by a moratorium, during which nothing could be accomplished, 
planned, or even meaningfully discussed. Surely, the congress 
does not want to wreak this kind of havoc on the small bank, 
and at the same time deny the consumer the very real benefits 
of competition in financial services. 

Nor are we alone in this position. We are currently 
finalizing details of an EFT consulting arrangement with a 
group of 6 small banks in the Rockford, Illinois area. While 


their planning is not nearly as far along as ours, a moratorium 


would likewise grind their planning to a useless halt. 
In final analysis, it seems to us that the challenges of 
competing under the coming EFT Systems are three: 
1. How do we get the customer to carry our card, and jienceé 
maintain our deposit relationship? 
2. How do we get the merchant to use our terminal, and 
hence maintain our deposit relationship? 
3. How do we cooperate to prevent unnecessary duplication 
of delivery systems? 
It seems very clear to us that the bank which does not 


issue cards and’does not provide merchant services through 


point-of-sale terminals will soon cease to be a bank, since 


others will provide those services, and secure the deposit 
relationships which naturally accompany them. 

However, we see the reality of small banks providing 
such services on a group basis, without any loss of the bank's 
independence or competitive ability. 

We favor any regulatory action which permits the offering 
of such services on a basis of competitive equality, and. we 
oppose any moratorium on the development and implementation 


of those services. 


JOHN H. ROUSSELOT 
#61H Disvecr, Cauronaa 


COMMITTEES: 


Lainey aia Congress of the United States 


“civil semvice Bouse of Representatives — 


JOINT ECONOMIC 


eee Bashington, B.€. 20515 


July 28, 1975 


Hon. Fernand J. St Germain 
U.S. Representative 
Chairman, Subcommittee on Financial 
Institutions Supervision, Regulation and Insurance 
House Committee on Banking and Currency 
2136 Rayburn House Office Building 
Washington, D. C. 20515 


Dear Fred: 


The attached letter contains a brief statement of the 
position of the California Savings and Loan League on 
H. R. 8024, the Mortgage Disclosure Act of 1975. 


I respectfully request that the letter be printed in 

the record of the Subcommittee hearings on the bill 

so that our colleagues can also be awarea the League's 
views on this legislation. 


Kind regards, 
nH. Rousselot, M. c. 


JHR:vl 
Attachment 


2123 


California Savings 
and Loan League 


9800 SOUTH SEPULVEDA BLVD. ¢ SUITE 500 e LOS ANGELES, CALIFORNIA 90045 213) 670-6300 


Officers and Directors 


July 22, 1975 


The Honorable John H. Rousselot 
Member of Congress 

1706 Longworth House Office Building 
Washington, D.C. 20515 


Dear John: 


Thank you for giving me this opportunity to make some comments on 
H.R. 8024, the Mortgage Disclosure Act of 1975. 


Sec. 202(b) - Sec. 203. It has been ny understanding that the Com- 
mission was essentially a study group to be in existence for a 
limited period of time (two years), and because of this I question 
the wisdom of adding regulatory authority and function to its mem- 
bers' responsibilities. Certainly, the monitoring function, to stay 
current on all EFT activities, including those of financial insti- 
tution regulators, would be invaluable input to the Commission's 
final work product. 


Title III - Mortgage Disclosure. The disclosure requirements inclu- 
ded in these provisions do not in themselves contain any useful 
response to the basic question or concern that caused them to be 
introduced, that is, the issue of red-lining. The question is, 
what would be done with this mountain of statistical data that will 
create even further administrative burdens and cost in any industry 
that is now subjected to ever-increasing regulations and reporting 
requirements? 


It seems the most obvious next step will be to have HUD or another 
government entity tell each financial institution where and how 
much money will be loaned, thus taking away individual management's 
prerogative to make sound business decisions for which they are 
engaged, If this next step is not taken, all the statistical in~ 
formation intended to be collected under provisions of H.R. 8024 
will not be useful. 


Another danger in collecting such information for public consumption 
is the potential for its misuse to the real detriment of financial 
Financis! intermediaries, ench ae savings and 


0. step ewow from the Los Angeles International Airport 


The Honorable John H Rousselot 
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There just has to be a better way to improve housing conditions than 
by jeopardizing the savers' money. This problem really is a responsi- 
bility of the total community, of all people, not just one segment. 
The savings and loan industry is willing to do its share. 


We appreciate your continuing interest, John. 


Best regards. 


Sincefely, 


W. Dean Cannon, Jr. 
Executive Vice-President 
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STATEMENT OF 


WILLIAM F. GRAVES 
SENIOR VICE PRESIDENT 
MICHIGAN NATIONAL CORPORATION 
BLOOMFIELD HILLS, MICHIGAN 


SUBMITTED TO THE 


SUBCOMMITTEE ON FINANCIAL INSTITUTION 
SUPERVISION, REGULATION AND INSURANCE 
OF THE 
HOUSE OF REPRESENTATIVES 


COMMITTEE ON BANKING, CURRENCY AND HOUSING 


With Regard to H. R. 8024, Title II 
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Michigan National Corporation is the parent for eleven 
banks located throughout the state, representing combined assets 
of over $3 billion, and as such, is the second largest banking 
structure in Michigan. We are represented by 125 bank offices in 


37 communities, ranging from large metropolitan complexes to small 


rural townships. We have historically prided ourselves as being 


the bank for “the little people." We are a consumer bank with 

40% of our loan portfolio made up of mortgages, and have the 
largest bank card credit program in the state made vw: of over 
750,000 cardholders, purchasing well in excess of $300 million in 
annual sales volume. Our interest in providing the consumer with 
high quality, low cost and convenient financial services in this 
yery competitive market is therefore obvious, and thus our interest 
in the legislative processes governing the abilities t- -ovide and 
to improve existing and new financial services to the consumer. 

We are particularly concerned over the prospects of a 
moratorium to be imposed on the development of EFTS during this 
experimental phase. We see no meaningful accompiishment resulting 
from a moratorium of any duration. We do, however, see many 
negative elements resulting from a delay in the experimental phase 
which should be recognize¢, particularly with the liberal grand- 
fathering rights included and the imbalance of the financial com 
munity‘s involvement in EFT programs to date (S&L domination). 

It is interesting to note that the federal regulatory agencies 


have publicly stated that = moratorium is unnecessary and have aiso 


stated that it is not in the public interest. They each indicate 
that they have the capacity to control their segment of the finan- 
cial community and in combination with the National Commission on 
EFTS assisting the Congress, the industry and the public interest 
will be well protected. 

Technological obstacles, major financial investments in 


EFT terminals, computers, computer programs, staff, and finally 


the consumer's acceptance and direction of all this will dictate 


a deliberate and very gradual evolution into the world of EFT of 
its own accord. 

In our opinion, Congress should encourage EFT experiments 
in operational growth in order to provide sufficient bases to 
determine future legislative requirements and in recognition of 
EFT as the medium that will provide the consumer with a revolution 
in consumer service ranging from lower costs and improved conven- 
ience to reduced need to carry cash, limited incentive and exposure 


to theft, and finally, less hassle in cashing checks. 
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July 21, 1975 


The Savings ind Loan League of Southwestern Ohio is a 
local trade association representing over 100 savings assoc- 
iations with assets in excess of $3 billicn located primarily 
in the metropolitan Cincinnati area. For some time, the League 


and its member institutions have been concerned about the wave 


of publicity surrounding the alleged practice of uxban disinvest- 


ment, otherwise euphemistically known as “redlining". We are 
particularly concerned about a "study" conducted in three neigh- 
borhoods in Cincinnati which purports to show that lending in- 
stitutions have denied conventional mortgage financing to those 
areas. The “study” has been cited recently before a committee 
of the Senate and again was offered to this subcommittee by 


Cincinnati Mayor Theodore Berry on July 14. 


Basically the "study" attempts to show that a high number 
of FHA and VA loans in a neighborhood that is undergoing trans~ 
ition of one kind or another is conclusive proof that convent- 
ional mortgage financing has been denied to its residents. This 
"study" was initiated by an organization called the Coalition of 
Neighborhoods who set the goals and objectives and then set out 
to document them with "research". The League met with Coalition 
representatives in March 1975 to discuss the problem of disin- 
vestment. At that time, a list of rejected applicants for con- 
ventional mortgage loans was requested by the League with the 
intention of reviewing for any evidence of “redlining”. The 
Coalition had no list. At a second meeting on July 8, a list of 
rejected conventional loan applicants was requested by the League. 


' 


No list was in existence. It would appear, then, that "red- 


lining" is a confroutation tactic rather than a genuine problem 
g 


in Cincinnati. 


At the July 8 League-Coalition meeting, much of the time 
was spent on explanation of the mechanical operation of the 
mortgage banking industry - the so-called out of town monies. 
Mortgage bankers originate FHA and VA loans almost ext¢lusively, 
therefore, an area with a high concentrationaof those government 
backed loans will necessarily be serviced by nationally based 
firms rather than locally controlled institutions such as savings 
and loan associations. The Coalition "study" would imply that 
a high number of FHA-VA loans means unavailability of convent~ 
ional financing. This is a tenuous conclusion at best since 
the League has not seen documentation that conventional fin- 


ancing has been denied. 


Let us assume, however, that "“redliring" exists in Cincinnati 
on the scale as described by the proponents of HR8024. Exactly 
what remedy does the subject legislation effect? If an S&L's 
board of directors has decided not to lend in certain areas 
because of high foreclosures, crime or other economic and social 
problems, then disclosure will only confirm to their depositors 
that sound business judgment is being used. Any individual 
savings depositor whose mortgage loan application has been re- 
jected because of geographical location is free to withdraw his 
funds and seek an institution whose policies are more acceptable. 
In fact, this phenomenon occurs regularly. HR8024 will merely 
force S&Ls to develop information which will be of limited, if 
any, value to the community as a whole. On the other hand, if 
a loan applicant feels his rejection is based on racial dis- 
crimination, then he should take full advantage of the statutory 


remedies now available. 


The League appreciates that the Congress is under consid- 
erable pressure to enact some kind of legislation to remedy the 
deterioration of neighborhoods in transition. We in the savings 
and loan business are equally concerned. The record of the S&L 
business in Cincinnati in recent years will support this assertion. 
The industry's financial and resource person support of the 
Madisonville NHS project is well documented at the Federal Home 
Loan Bank Board. This project's key element of success is the 
organized and concerted effort by lenders, city building code 
officials, police, neighborhood residents and others to turn 
around a specific area by co-operative action, not confrontation 
politics such as has been so prevalent during the current "red- 
lining" controversy. If the efforts of proponent groups of 
HR8024 had been diverted into NHS type projects rather than into 
the more glamorous public eye here in Washington, perhaps a 
real attack on the problem would have been well under way. 


Neighborhood transition is due to many complex and indep- 
endent factors. An impartially and scholarly conducted study 
of a s™ecific area which shows a changing pattern of mortgage 
lending only confirms that lenders are part of the effects of 
transition, not the cause as stated by proponents of HR8024. 


Mortgage lenders are as discouraged by neighborhood transition 


as are residents and, in Cincinnati, the S&L business stands 
ready to assist, advise and otherwise co-operate with serious, 
bona fide neighborhood leaders who genuinely wish to attack 

basic causes rather than marginal or limited effects. HR8024 

has been paraded before this subcommittee as a panacea when a 
cursory review of its objective will clearly show that disclosure 
will only confirm a very limited effect, not a cavse. 
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July 29,1975 


Mr. Dan M. Griffith 

Executive Vice President 

Savings and Loan League of 
Southwestern Ohio 

1208 Tri-State Building 

Cincinnati, Ohio 45202 


Dear Mr. Griffith: 


This is to acknowledge and thank you for your recent 
statement which will be made a part of our printed hear- 
ings on H. R. 8024 as per your request. 


The subcomaittee's present intentions are to endeavor to 
mark-up a clean bill immediately after our return from the 
August recess. I have enclosed a copy of my opening state- 
ment which certainly states clearly my perspective of the 
issue which is not that the passage of H.R. 8204 solves 
the many complex problems involved. Certainly, wéth my ‘ser- 
vice on the Housing Subcommittee the past 15 years, as well 
as my chairmanship of this subcommittee for the past 5 years, 
I am acutely conscious of the many contributing factors lead- 
ing to the decline of our central cities. 


I am really not aware of anyone, including the bill's 
most ardent proponents, who sees it as a “panacea”. I 
think, however, for the Congress to fail to take action 
would only intensify continuing confrontations between caon- 
tral city residents: and financial institutions, which in no 
way can be viewed as constructive. 


Accordingly, I remain optomistic that we will indeed 
be able to take a first step toward the development of an 


Mr. Dan M. Griffith 
Page 2 
y 29, 1975 


informational process that will insure better understanding 
by all concerned and in so doing make it possible for more 
intelligent decisions, both private and governmental, to be 
made in the future. 


Pe en “-. Sineerely, 


FIStG:13Sh 
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CivY OF BOSTON 
OFFICE OF THE MAYOR 
CITY HALL. BOSTON 


KEVIN H WHITE 


MAYO" 


July 10, 


The Honorable Frederick St. Germain 
Member oi Congress 

U.S. House of Representatives 
Washington, D.C. 02515 


Dear Congressman St. Germain: 


Updating my June 3 letter, I want to acknowledge that your leader- 
ship in developing Title 1II of HR8074 - The Mortgage Disclosure 
Act of 1975 - is recognized and greatly appreciated here. This 
measure, by requiring disclosure of investment and deposit docu- 
mentation, will be an effective tool for municipalities such as 
Boston, attempting to insure the availability of credit in all 
parts of the city. 


Recognizing the importance of HR8024, the recently completed ses- 
sion of the U.S. Conference of Mayors in Boston adopted the enclos- 
ed Policy Resolution, strengthened, at my request, to require dis- 
closure of deposit as well as investment activity, by census tract. 
This Resolution gives full support to your legislation and places 
the influence of the Conference behind measures important to the 
curbing of urban disinvestment. The adoption of this Resolution 
by the U.S. Conference of Mayors is high praise of your efforts 

to assist us. 


I am grateful for the invitation to testify before your sub-commit- 
tee, but regret being unable to do so. I wish, however, to go on 
record in strong support of HR8024. All of our cities will benefit 
from its swift passage. 


Sincerely, 
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The Policy Resolution on URBAN DISINVESTMENT 
accepted by the Community Development Sub- 
Committee, strengthened by Mayor Kevin H. White 
of Boston in the Resoluticn Committee and 
adopted by the full body of the U.S. Conference 
of Mayors on July 9, 1975. 


WHEREAS, in many older neighborhoods and inner ring suburban communities, the 
number of abandoned and deteriorating housing units continues to rise; and 


WHEREAS, in many neighborhoods in older cities and inner ring suburban com- 
munities, residents of all socio-economic, ethnic and racial origins are unable 
to obtain mortgage loans or home repair financing; and 


WHEREAS, the unavailability of mortgage and hore repair money for these 
neighborhoods and commmities is due in part to arbitrary, discriminatory and sub- 
jective lending policies by savings and loan associations and other lending institu- 
tions; and 


WHEREAS, such lending policies become self-fulfilling prophecies of neighbor- 
hood decline and are therefore a cause of it, 


NOW, THEREFORE, BE IT RESOLVED that the U.S. Conference of Mayors condemns 
the practice of disinvestment or redlining based on arbitrary, discriminatory or 
subjective lending policies by savings and loan associations and other lending 
institutions; and 


RE IT FURTHER RESOLVED that the U.S. Conference of Mayors supports the pas- 
sage of legislation which would require, among other measures, full disclosure 
by census tracts, by savings and loan associations and other lending institutions 
of the number of applicants and the number of mortgage and home repair loans made 
in neighborhoods and communities which they were originally chartered to serve; 
and full disclosure, by census tracts, of the sources of their deposits; and 


BE IT FURTHER RESOLVED that the U.S. Conference of Mayors urges the Federal 
Home Loan Bank Board and other supervisory agencies to abate this practice through 
their existing statutory and regulatory powers. 


55-037 © - 75 - pt.3 - 58 
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August 1, 1975 


Honorable William S. Moorhead 
United States Congress 

Room 2467 

Rayburn House Office Building 
Washington, D. C. 20515 


Dear Congressman Moorhead: 


Permit me to bring you up to date on recent actions 
I have taken with respect to your suggestion of July 11 
that the heads of FNMA and GNMA should provide the sub- 
committee with testimony on Title III of H.R. 8024. I 
share your views of the desirability of their testimony 
particularly in light of the possibility of their involve- 
ment in any redlining/disinvestment situations. 


Please find enclosed for your information’ copies of 
requests I have made of both the heads of GNMA and FNMA 
to provide their views in Title III of H.R. 8024 (8239) 
prior to August 15 so that their statements may be included 
in the printed hearing record. 


Unfortunately, due to the numbers of witnesses before 
us from the 14th of July to the 2lst and to the renge of issues 
covered, we were not able to request Mr. Hunter and Mr. Kear- 


ney's presence and oral testimony on those dates. Hopefully, 
their forthcoming statements for the record will shed suf- 
ficient light on their role, such as it may be, in the pro- 
cess of redlinigg. 
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Thank for this information. Certainly your 
involvement in this difficult matter will be of great 
assistance to the 3 ttee as we attempt ©o mark up 
a clean bill followirg the August recess and to move this 


matter forward. 
Sincerely, 


Fernand J. St Germain 
Chairman 


FgSstG:1¥h 
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July 11, 1975 


Honorable Fernand J. St. Germain 

Chairman 

Subcommittee on Financial Institutions 
Supervision, Regulztion and Insurance 

2136 Rayburn House Office Building 

Washington, D.C. 20515 


Dear Mr. Chairman: 


Information I have received from one of my constitutents, 
Councilman Frank Luchino of Pittsburgh, Pennsylvania, suggests 
that FNMA and GNMA may be implicated in the policies which Title 
III of H.R. 8024 would seek to discourage. His information is 
that these agencies are sometimes reluctant to purchase mortgages 
on urban properties, thus increasing the reluctance of the lending 
institutions to make such loans. 


If possible at this late date, I would suggest that the heads 
of these agencies be asked to testify at the hearings on H.R. 8024, 
and if it is too late for that, that they be asked to report in writing. 


Sincerely, 


oe 


/ 


bs ee 3620 


THIS STATIONERY PRINTED ON PAPER MADE WITH RECYCLED FIBERS 
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August 4, 1975 


Mr. Daniel P. Kearney 
President 

GNMA 

Room 6230 

451 &th Street, S. W. 
Washington, D. C. 20410 


Dear Mr. Kearney: 


Recently this subcommittee held hearings on a number 
of bills introduced in Congress to address the issue of 
*“redlining” on mortgage disinvestment. Please find Bn- 
closed for your information a copy of one such bill, H.R. 
8024, Title III of which pertains to the problem of "red- 
lining". 


Waring the course of our recent hearings, the sub- 
committee received information to the effect that GNMA‘'s 
policies with respect to its purchases of mortgages on 
urban properties influence the willingness of lending in- 
stitutions to make mortgage loans in certain areas. 


In short, to further clarify this issue, the sub- 
committee would be most appreciative at this time if you 


would provide us with such comments as you may wish to make 
in a statement, on Title III of H.R. 8024, for insertion in 
the hearing record. 


To facilitate your response, I have enclosed a copy 
of my opening statement of June 26 wherein I furnish a 
general background on several of the issues currently be- 
fore the subcommittee including mortgage disinvestment. 


Mr. Daniel P. Kearney 
Page 2 


August 4, 1975 


Inasmuch as a period of time has been set aside up 
to August 15 for the receipt of additional statements for 
the hearing record, I hope we may receive your remarks on 
or before August 15. 


Thank you for your attention to this important matter. 


Sincerely," 


Fernand J. St Germain 
Chairman 


FaStG:1Yh 


DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 
GOVERNMENT NATIONAL MORTGAGE ASSOCIATION 


WASHINGTON, D.C. 20410 


August 14, 1975 


IN REPLY REFER TO: 


Honorable Fernand J. St Germain 

Chairman, Subcommittee on Financial 
Institutions, Supervision, 
Regulation and Insurance 

House of Representatives 

Washington, D. C. 20515 


Dear Mr. Chairman: 


I am responding to your letter of August 4, 1975, wherein 
you have requested my comments on Title III of H. R. 8024, 
for insertion into the hearing record. Your request 
addresses itself to the issue of “redlining" and specifi- 
cally whether any of GNMA's policies could motivate such 
practices. 


I am particularly puzzled by the statement in your letter 
concerning information you have received inferring that 
GNMA's policies with respect to its purchases of mortgages 
on urban properties influence the willingness of lending 
institutions to make mortgage loans in certain areas. 


As you know, GNMA is authorized to purchase both Government 
insured and/or guaranteed loans and conventional residential 
mortgages under various programs. All loans under these 
programs are purchased from qualifying lenders. In order 
to efficiently execute the underwriting and purchase opera~- 
tions of the programs, we have contracted the services of 
the Federal National Mortgage Association (FNMA) and the 
Federal Home Loan Mortgage Corporation (FHLMC) to carry out 
those functions. In all cases FNMA and FHLMC employ their 
well-established underwriting practices to insure that the 
loans purchased meet all applicable FHA/VA regulations if 
the loans are Government insured or guaranteed and FNMA and 
FHLMC regulations if they are conventional loans. To do 
otherwise would mean GNMA would have to create another 
pureaucracy to perform the mortgage processing functions 
wnich are so ably performed by these two secondary market 
instrumentalities. 


GNMA does establish regulations and guidelines for the imple- 
mcutation and administration of its various purchase programs. 
However, these regulations govern the general guidelines for 
program participation such as the criteria for eligible 
mortgages, delivery requirements, our various commitment 
procedures and any limitations and requirements mandated 

by Congress. Thus, all property and credit underwriting is 
performed by GNMA's agents and is distinctly independent from 
the legislated and administrative program requirements. 


On another issue, you asked me at the July 30, 1975 HUD House 
Subcommittee hearings to advise you of Rhode Island's involve- 
ment in the recent allocation of $2 billion under GNMA's 
conventional mortgage purchase program. The following is a 
breakdown of Rhode Island's participation in both the FNMA 
and FHLMC portions of the program. 


Reallocation of 
Original State Amount of Funds Available 
Allocation Bids Received __to State 


FNMA $3,580,090 $1,500,000 $1,500,000 


FHLMC $3,580,000 $4,700,000 $4,700,900 


As you can see, all lenders bidding in Rhode Island received 
their desired amount of funds. The "reallocation of funds 
available” column reflects that amount available to Rhode 
Island after all State bids were received and any remaining 
funds not bid for in various States were reapportioned across 
the board to those States evidencing excessive demanc. 


Thank you for the opportunity to respond to Congress' ques- 
tions relating to GNMA's mortgage purchase programs. 


Very truly yours, 


Daniel P. Kearney 


Daniel P. Kearney 
President - GNMA 
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August 4, 1975 


Mr. Oakley Hunter 

Chairman of the Board 
and President 

FNMA 

1133 15th Street, N.W. 

Washington, D.C. 20005 


ATTENTION: Andrew Hickey 


Dear Mr. Hunter: 


Recently this subcommittee held hearings on a number 
of bills introduced in Congress to address the issue of 
"redlining® or mortgage disinvestment. Please find en- 
closed for your information a copy of one such bill, H.R. 
8024, Title III of which pertains to the problem of "red- 
lining". 


During the course of our recent hearings, the sub- 
committee received information to the effect that BNMA's 
policies with respect to its purchases of mortgages on 
urban properties influence the willingness of lending in- 
stitutions to make mortgage loans in certain areas. 


In short, :o fuether clarify this issue, the sub- 
committee would be most appreciative at this time of you 
would provide us with such comments as you may wish to 
make in a statement, on Title III of H.R. 8024, for insertion 
in the hearing record. 


To facilitate your response, I have enclosed a copy 
of my opening statement of June 26 wherein I furnish a 
general background on several of the issues currently be- 
fore the subcommittee including mortgage disinvestment. 


Mr. Oakley Hunter 
Page 2 
Auguse 4, 1975 


Inasmuch as a period of time has been set aside up 
to August 15 for the receipt of additional statements for 
the hearing record, I hope we may receive your remarks on 
or before August 15. 


Thank you for your attention to this important matter. 


Sincerely, 


Fernand J. St Germain 
Chairman 


PIStG:1¥h 


1825 K STREET, N.W. SUITE 604 WASHINGTON, D.C. 20006 


John C. Williamson 
Executive Vice President 


August 1, 1975 (202) 785-0767 


Honorable Fernand J. St. Germain, Chairman 

Subcommittee on Financial Institutions, Supervision, 
Regulation and Insurance . 

House Committee on Banking, Currency and Housing 

U. S. House of Representatives 

Washington, D.C. 20515 


Dear Mr. Chai~~an: 


On uy 14, 1975, during the testimony of the representative of the 
National Association of Realtors on H.R. 8024, you referred on two occasions 
to the Arthur D. Little study of the private mortgage insurance industry (pages 
266-267). In both instances you implied that the ADL Rep rt was adverse and 
rebutted the witness's testimony that the industry was a "strong" industry. 


Probably the most important section of the ADL Report was the one 
hundred pages with twenty-one tables and twenty-one charts representing the ADL 
Simulator - the assessment of the solidity of the typical private mortgage insurer 
based on the assumption of sixteen ectnomic variables affecting operating income, 
investment income, and financial asset value and allowing for alternative accounting 
methods, investment strategies and corporate policy regarding exposure to capital 
ratios. The simulator covered the twenty years from January 1, 1964 through 
December 31, 1983, with the values of most of the variables selected by FNMA 
and FHLMC to test, via the simulator, the solidity of a mortgage insurance com~ 
pany under controlled economic conditions. 


The simulator assumed three distinct economic scenarios: Optimistic, 
Pessimistic, and Doomsday. In the latter scenario, default rates were assumed 
at fourteen times the rate during the base period 1964 - 1973 with the lowest volume 
of new business, the highest relative claims rate, and depressed capital markets, 
applied to all subsequent periods. 


The Arthur D. Little Report concluded that the typical mortgage insurer 
"could survive economic conditions like these which led to the Great Depression if 
they were to present themselves in the future.’ 


continued 


American Mortgage insurance Company 0 Continental Mortgage Insurance Co O Foremosi Guaranty Corporas1on 1 Home Guaranty Insurance Corporation 0 
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Republic Mortgage insurance Corporation © — Secura Insurance Company © Ticor Mortgage insurance Company [ United Guarany Corperation. O 


Heoanrable Fernand 3. St. Germain August 1, 1975 


This opinion of the Arthur D, Little Company has been accepted by 
FNMA and FHLMC as a reasonable and proper assessment of the industry's 
solidity. 


We would appreciate very much your incorporat’ng this letter in 
the printed record of the hearings. 


Sincerely, 


SNe Sa 


‘¢ oft C. Williamson 
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THE FIRST NATIONAL BANK 


—- GF 


NEWMAN GROVE, NEBRASKA 
&ugust 2, 1975 
Congressman St.Germain 


2136 Rayburn House Office Bldg : 
Washington,..C. 20515 AUG -& 4975 


Dear Congressman St.Germain: 


This is te urge congressional action to slow down the 
trend toward electronic transfer of funds that is moving 
rapidly in some areas due to promotion by large financial 
institutions. 


As an officer of a small rural mid-western bank located 
in a small agricultural community, I can sem# some very definite 
problems arising when large financial institutions can establish 
deposit accepting facilities in rural areas. 


It would be easy for the large institution to out-bid the 
smaller local financial institution for local community depsoits, 
thereby decreasing the ability of the local bank to serve its 
community er the local Savings & Loan Assn from serving its 
community. 


The large financial institution could move into a local 
market area and temporarily cut its prices on services and 
over-bid on deposits. The small financial institution may have 
a very difficult time in outlasting this type of cut-throat 
competition and may eventually be pushed into merger or selling 
out to the lage insitution. 


While Regulation Q affords some protection to the smaller 
financial institution against raids on its local deposit structure, 
the tendancy appears to reduce the effectiveness of Reg @. 


The immediate electonic transferof fuhds into and out of 
interest bearing savings accounts really amounts to payment of 
interest on demand deposits and this increases costs of funds to 
the small financial institution which is hard pressed to pass these 
costs on to its borrowers, most of whom are individuais and 
individiial businessmen whose rates are (in this state) set by 
usury ?2Ws. The large banks and financial institutions, on the 
other sund, have a large percentage of their loans to corporations 
which (im this state) are not covered im the state usury statutes. 


Moving too rapidly irto EFT can create many more problems 
than it solves expecially for the smaller financial institutions. 
This is to applaud your efforts through HR 8024 to decelerate 
the Comptroller of Currency's and FHLBB's efforts to push too 


fast. 
ihe t: 
- ATLA 
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The Honorable Fernand St Germain 

Chairman 

Subcommittee on Financial Institutions 
Supervision, Regulation and insurance 

2136 Rayburn House Office Building 

Washington, D. C. 20515 


Dear Congressman St Germain: 


RE: H.R. 8024 

The Conference of State Bank Supervisors (CSBS) has ex- 
amined the provisions of H.R. 8024 and desires to com- 
ment at this time with respect to Title II of the bill 


relating to electronic funds transfer matters. 


CSBS, whose regular members constitute the primary reg- 
ulatory authorities for the Nation's nearly 10,300 state- 
chartered commercial and mutual savings banks, supports 
Section 201 which would extend the life of the National 
Commission on Electronic Fund Transfers for two years 
after the date of the confirmation by the Senate of the 
Chairperson. There can be no doubt but that Congress 
desired the Commission to have a full two-year term in 
which to carry out the provisions of Public Law 93-495 
under which the Commission was authorized on October 28, 
1974. Since almost nine months have passed, and the Com- 


mission has not yet been organized, it would be unreason- 


able to presume that the heavy responsibilities to be ex- 
ecuted by the Commission could be carried out effectively 
within the original two-year time frame. 


CSBS must oppose Section 202(a) of H.R. 8024 which states 


that the Commission "needs the authority to monitor and 


control all such experimentation authorized by such agen- 
cies."" The National Commission, according to P.L. 93-495 
was established to conduct "a thorough study and investi- 
gation and recommend appropriate administrative action 

and legislation necessary in connection with the possible 
development of public private electronic fund transfer 
systems....." It is believed inappropriate to bestow on 
the Commission regulatory powers, which apparently would 
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follow, were the present statutory language to become enacted into 
law. In this connection, CSBS notes that in your comments dated 
July 21, 1975, you indicate that the word "control" in Title II 
was not intended to indicate that the Commission would take over 
from the regulatory agencies the authority to approve EFTS experi- 
ments or to "second-guess such approvals," and that you had agreed 
to delete the language in H.R. 8024 making reference to "control." 
CSBS is in agreement that this description of the Commission's ac- 
tivity should be deleted. 


CSBS also desires to express its opposition to Section 202(b) which 
places a 90-day moratorium on any federal regulatory agency approv- 
ing or authorizing financial institutions under its jurisdiction to 
establish or expand any electronic fund transfer systems. 


The Conference does not believe such a moratorium is warranted on 
the basis of activities to date by national and state-chartered 
banks which have undertaken experimentation with off-premises elec- 
tronic facilities. The state banking segment of our dual banking 
structure has been particularly responsive to the advantages and 

the problems posed by off-premises electronic facilities and under state 
initiatives an orderly degree of experimentation has resulted in 

this area by state-chartered banks. Experimentation provided at a 
state level is one of the characteristics and strengths of our decen- 
tralized state banking system, and in the absence of conclusive evi- 
dence that this experimentation to date has been contrary to the 
public interest, Congress should not preempt or terminate action in 
this area by the states. 


lllustrative of the role which states have played in this area is 


the fact that sixteen states have enacted legislation defining the 
degree to which pe ae banks might establish and operate 


these facilities. Four states, Idaho, Michigan, New York and 
Wisconsin, are still considering legislation of this type. Some 20 
states, by attorney general opinions or by the interpretation of 
existing statutes by the appropriate state regulatory body, have de- 
clared off-premises electronic facilities to be branches, and state- 
chartered banks in these states are bound by the respective state 
branching policy in establishing off-premises electronic facilities.2/ 


Alabama, Connecticut, Florida, Georgia, Iowa, Kansas, Maine, 
Maryland, Massachusetts, Nebraska, New Hampshire, New Jersey, 
North Carolina, Oregon, South Carolina and Washington. 


Alaska, Arizona, Arkansas, California, Colorado, Delaware, 
Illinois, Indiana, Louisiana, Minnesota, Mississippi, Missouri, 
New Mexico, Ohio, Oklahoma, Pennsyivania, Rhode isiand, Tennessee, 
Texas and West Virginia Note: In Rhode Island, a "wild card" 
provision was passed regarding off-premises electronic facili- 
ties, however, the Board of Bank Incorporation has determined 

that such facilities constitute branches. Of the above states, 

5 have state-wide branches, 7 have limited branches and 8 are 
unit banking states. 
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One state, Utah, has placed a two-year moratorium on this type ac- 
tivity for its state-chartered financial institutions, while six 
states have not yet taken legislative action in this area. 


The Conference of State Bank Supervisors sees he valid reason at 
this time to terminate for 90 days, or any othe? period, the con- 
tinued experimentation in this area that is pezmitted under state 
law or regulation. Not only is such experimentation proving of 
value to customers, but data gained from such innovation will prove 
of inestimable value to the National Commission in carrying out its 
responsibilities. Furthermore, this experimentation, under state 
aegis, has not had the anti-competitive aspects which some had 
anticipated. 


There is some question that Title II as presently drafted might 
technically allow national banks to continue to establish off- 
premises electronic facilities. The bill as it now reads would 
prohibit a federal bank regulatory agency from approving these 
facilities for banks under its supervision. However, the Comptrol- 
ler of the Currency does not require approval of such facilities - 
only notification of their existence. Therefore, Title II might 
not have the effect desired by H.R. 8024. 


Sincerely, 


Lawrence E. Kreider 
Executive Vice President- 
Economist 


APPENDIX *C” 


|The following material, relating to the actions being taken in a 
number of States to require mortga’e disclosure information was sub- 
mitted for inclusion in the hearing record :] 
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SAI OF CALTORA Ons : Edmund G. Brown, JT —y Corvonm 
DEPARTMENT OF SAVINGS AND LOAN 

€00 5. COMMCHWTALIN AVENUE, LOD ANGLES, Catf. 50008 Tel. (213 620-2234 

330 SANSOME SIRLET, SAN FRANCISCO, CALIF. 94106 Tel. 415 557-3666 


Los Angeles 
Jwy 17, 1975 


Ms. Carol Greenwald 
Commissioner of Banks 
Government Center 

100 Cambridge Street 
Boston, Massachusetts 02202 


Dear Commissioner Greenwald: 


Mr. Llewellyn Werner, Assistant to the Agency Secretary, 
Business and Transportation Agency, has requested that I 
write to you regarding costs to savings and loan associa- 
tions to provide lending and savings data by census tract 
or zip code. Based upon our Department's experience with 
lending data retrieval computer programs and discussion 
with California savings and loan industry personnel, the 
following provides "best" estimates of association costs 
.in producing lending and savings reports summarized bv zip 
code or census tract. 


Lending Activity Reports 


I would like to address the cost of providing lending data 
first since California-licensed savings and loan associa- 
tions currently must report its lending activity (to the 
Commissioner) on a monthly basis by census tract. This 
report is known as the Loan Register. In California about 
75% of the associations report their loan data on computer 
printout or punched cards. The computer costs for an asso- 
ciation of moderate size ($100 million in assets) to produce 
our Loan Register report should be less than $600 annually. 
The larger association's reports would cost more but not 

On a proportionate basis. A billion dollar asset associa- 
tion in California indicated that its monthly computer 
costs would be roughly $1,200 per year. It should be indi- 
cated that these are typical computer costs for producing 
lending activity report rather than a breakdown or an asso- 
ciation'’s entire loan portfolio. Although the costs will 
vary depending upon hew the savings and loan association 
keeps its computer files, it is difficult to see how the 
total cost would be in the tens of thousands of dollars 
annually. California-licensed savings and loan associations 
have been providing the current Loan Register report since 
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1969 and I have never heard that the report represents an 
exorbitant cost to an association. 


The above cost epvinuies are based unon savings and loan 
associations who are using computer. The associations who 
do not use the computer to provide the Department with loan 
register data are smaller ones whose lcan activity is also 
small so that costs to them on an annual basis is minimal. 


Savings Reports 


The Department currently does not require any savings revorts 
of associations by zip code or census tract, althougn savings 
of each association office is reported aquarterly. All 
California licensed associations except four very small ones 
have their savings accounts on computer. Based upon dis- 
cussions with associations and independent computer service 
bureaus who are under contract to associations, it would cost 
’ an association less than $300 to produce a savings report by 
zip code. This estimate is for an association of modcrate 
Size. Several associations in the billion dollar asset class 
indicated the savings report by zip code would cost less than 
$600. The report would accumulate the savings of the &sso- 
ciation by residence of the account holder within a given zip 
code. Many California savings and loan associations already 
have this zip code report cavability. For those associations 
who do not have this capebility, an initial one time cost 
will be required to develop a computer program to produce 
the required report. The cost for this program varies with 
the type of computer file structure but it is doupdtful that 
such a pregram would cost more than $10,0CO0. Thereafter, the 
report costs would be similar to the above-mentioned figures. 


It should be mentioned that one billion dollar association in 
California has indicated. that due to their unusual computer 
file structure, the cost to produce a savings report by zip 
code would be several thousand dollars. Their file appears 
to be unique in the industry however. < 


The use of census tract rather than zip code is preferable 
since the census tract is smaller in size than the zip code 
and since census tract information can be analyzed with 
Census Bureau and other economic or demographic data. Very 
few Califa@-nia associations have savings data by census 
tract. One of the state's multi-billion dollar associations 
recently converted their zip code data to census tract for 
$12,000. Thus, this would be an upper limit to costs for 
such conversions. 
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I believe the above estimates for annual costs to produce 
the savings or loan reports by census tract or ziv code 
to be reasonable. Slightly hicher costs to associations 
may exist depending uvon the existing structure of the 
association's computer files but it is doubtful that the 
annual cost would amount to tens of thousands. If an asso- 
ciation is quite large and it does not currently have its 
savings accounts or loan deta on computer, then there may 
be some significant initial costs to develoo a system to 
provide the required revorts. However, the estimates of 
$400,000 or $1 millicn which have appeared in the news 
media are quite out of line with reasoneble costs. 


Please feel free to write me if you have any question about 
the above. 


a A a 
ROBERT E. WONG £9 

Chief, Economic and*Pinancial 
Information Division 


REW:bs 


cc: Llewellyn Werner 
Commissioner Mather 


EDMUND G. BROWN JR., Governor 


BUSINESS AND TRANSPORTATION AGENCY 


OFFICE OF THE SECRETARY 


1120 WN STREET, P.O. BOX 1139 
SACRAMENTO, CALIFORNIA 95805 (916) 445-1331 


August 26, 1975 
TO ALL STATE-CHARTERED SAVINGS AND LOAN ASSOCIATIONS 


Attached tc this communication are the regulations of the Savings 
and Loan Commissioner which are being issued as a first step in 
attacking the practice of redlining by state licensed savings and 


loan associations. 


These regulations respond to evidence developed by the Department 
of Savings and Loan, and at hearings held by the Business and 
Transportation Agency in Los Angeles and San Francisco, which 


clearly showed that there are many areas in California which are 


mortgage deficient. The practice of redlining revealed at these 


hearings must be curbed. 


These regulations will allow the Administration and the public 
to monitor the lending patterns of associations, which will have 
to make regular and extensive disclosure of their loan distribution 


and the geographical sources of their deposits. 


In addition, where an individual believes that his loan application 
has been improperly denied, or granted under unfavorable terms, 

nee: 
he may complain to one of six Boards of Inquiry which will be 


established around the State. 


———— DEPARTMENTS OF THE AGENCY 
Colifernia Highway Patrol Motor Vehicles 
Alcoholic Beverage Control Bonking Heusing ond Community Development 


‘The regulations put the associations on notice that the Commissioner 
will closely review an association's redlining record before he 


gives his approval for branches, mergers, or changes of locations. 


In this communication I am calling upon savings and loan associations 
to voluntarily join together and form a "joint underwriting associa- 
tion" so as to provide a "pool" of mortgage credit for areas which 


are red-lined. 


I am looking forward to receiving industry proposals so that in 


a cooperative spirit, government, business and the public can work 


together in solving our problems. 


DONALD E. BURNS 
Secretary 


STATE OF CALIFORNIA a>) | EDMUND G. BROWN JR., Governor 


BUSINESS AND TRANSPORTATION AGENCY 


OFFICE OF THE SECRETARY 


1120 N STREET, P.O. BOX 1139 
SAC MENTO, CALIFORNIA 95805 (916) 445-1331 


August 26, 1975 


TO THE PRESIDENTS OF ALL STATE BANKS 


Senator William Proxmire of Wisconsin has been quoted as saying 

a six-city survey conducted by the Comptroller of the Currency 

of the mortgage loans approved and denied by banks and savings 
and loan associations, during the last half of 1974, shows 

"black applicants for mortgage loans are turned down almost 

twice as frequently as white applicants of the same income 
levels." The Wisconsin Democrat goes on to say that the 
"substantial differences" in rejection rates between white and 
black applicants with the same characteristics, "strongly suggest 
that mortgage lenders are discriminating against blacks and other 
minorities." 

Commercial banks play an important role in financing the housing 
needs of our country and any loan policy that is discriminatory 
against any class of people is unlawful. We recognize that the 
practice of refusing to make real estate loans in a specific 
geographical area, irrespective of the credit worthiness of the 
individual applicant - "redlining" - has resulted in serious 


economic paralysis of these communities. 


———————————————— 
————— DEPARTMENTS OF THE AGENCY 


California Highway Patrol Motor Vehicles Tronsportetion 


Alcoholic Beverage Control Bonking Corporations Housing and Community Development Insuronce Real Estote Scvings end Loan 


In order that we can put to rest the question whether "redlining" 
is practices by state banks in California, we are asking that you 
complete quarterly reports of the number and volume of mortgage 


loans made or denied by census tract for the past eight quarters. 


Please prepare the quarterly report for the period ending June 30, 
1975 first and work backwards to the quarterly report for the 

period ending September 30, 1973. Each quarterly report should be 
submitted as soon as it is completed. We would appreciate a progress 
report and information relative to any difficulties you are 


experiencing by September 15th. 


The issue of "redlining" is a very human problem that goes right 


to the core of family stability, and the termination of any 
discriminatory practices that may exist along these lines will 
involve a cooperative effort on the part of the financial industry, 


the local communities and the government. 


Thank you for your help. 


DONALD E. BURNS 
Secretary 


GENERAL BACKGROUND: 

Redlining is a term which has only recently come into public 
prominence. It describes a practice whereby lending institutions 
may deny a mortgage loan where the property offered as security 


for the loan is located in a specific geographical area. 


Credit-worthy and uncredit-worthy applicants are treated alike. 


Neither can get loans. 


The institutions fear that these neighborhoods wiil turn sour, 
and, that if they should have to foreclose on the property, they 
would find that their security was worthless. However, the 
institutions' prediction is a self-fulfilling prophecy. When 

it is impossible for property owners, in an area, to setl their 
land, because no buyer can get a loan to finance the transaction, 
the neighborhood will inevitably decline. There is no incentive 


for them to maintain an investment which cannot be realized. 


The Business and Transportation Agency held hearings in Los Angeles 


and San Francisco last June at which evidence was presented that 
clearly showed that areas exist where few if any mortgage loans 
are made. The hearings also confirmed that most of the areas which 


are red-lined are areas with large black or chicano populations. 


Redlining, therefore, as the hearings demonstrated, is-npt only 
a prescription for neighborhood decline, but also a not-so-subtle 
form of racial discrimination. The Administration has, therefore, 


decided to take several steps to try and curb this practice. 
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The Business and Transportation Agency, headed by Secretary 
Donald E. Burns, oversees the operation of the Departments of 
Savings and Loan, Banking, Insurance, Corporations, Housing and 
Community Development and the newly created Housing Finance 


Agency signed into law by Governor Brown this year. 


THE NEW SAVINGS AND LOAN REGULATIONS: 

As a first step, the Savings and Loan Commissioner has issued 
proposed regulations which have the effect of law and will go into 
operation on January 1, 1976, to prohibit a state-chartered savings 
and loan association from denying a loan because the association has 
a poor assessment of the neighborhood where the applicant for the 


loan wishes tz but his or her home. 


The regulations will allow the people and public officials to 
monitor the lending and deposit patterns of associations. The 
associations will have to make extensive monthly disclosures of 
their loan distribution and the geographical sources of their 


deposits by census tract. 


In addition, where an individual believes that he has been improperly 


denied a loan, he may approach one of six Boardsof Inquiry, which 


will be set up around the State. 


The Commissioner has other sanctions at his disposal. His approval 
is required before associations open a new branch, merge, change 
the location cf a branch and before they undertake many other 
operations. The regulations put the associations on netice that 
the Commissioner will closely review an association's redlining 


record before he gives his approval. 
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The Savings and Loan Commissioner has authority to regulate 
state-chartered savings and loan associations; these associations 
have 70% of the assets of all savings and loan associations in 


California and represent the nation's largest ones. 


PROPOSED LEGISLATION: 

The regulations are a first step. The second is to require loans 
to be made where the applicant can demonstrate that he was turned 
down by an association because he or she wishes to buy a home in 
a red-lined area. This will require legislation, and the Adminis- 


tration will propose a bill next year. 


The bill will give a statutory basis to the Boards of Inquiry. 
It will empower them,as in the regulations, to find that a loan 


has been improperly denied, but, it will also empower them to set 


the terms on which the loan should be made and to allocate the 


loan to an association chosen at random from a list of all 
associations. The process will be structured so that larger 
associations will be allocated a proportionately larger number 
of loans. However, an association which voluntarily makes loans 
in areas which have previously been red-liued will be correspond- 
ingly allocated fewer loans. Because loans will be allocated to 
all associations, the risks, which the associations believe are 


inherent in them, will be spread throughout the industry. 


The legislation will also set up a mortgage guarantee insurance 
fund. This will insure 20% of all loans which the boards of Inquiry 
allocate. The fund will be capitalized in the first wince with 
state money, but will be maintained by assessments from state- 


chartered associations. 


GOING FURTHER: 

The proposed regulations and legislation next year will affect 
state-chartered savings and loan associations. However, they 

are not the only financial institutions which may practice redlining. 
Notably, accusations have been made against banks, mortgage 


companies, life insurance companies and real estate agents. 


The Administration has taken action with respect to savings and 
loan associations first, because they provide the bulk of loans 
for home purchases, however, these other institutions may be 
covered by similar regulations and legislation upon findings by 
the Secretary and the other respective departments that those 


institutions may also engage in redlining. 


PUBLIC HEARING ON NEW REGULATIONS: 


The savings and loan regulations have been proposed and are now 


up for public comment. Any criticisms, suggestions or revisions 

should be sent to: 

The Dept. of Savings and Loan, Llewellyn Werner 

600 South Commonwealth Avenue, Assistant Secretary 

Los Angeles, CA 90005 Business § Transportation 
Agency, 1120 N Street, 
Sacramento, CA 95814 

before October 25, 1975. 


BUSINESS AND TRANSPORTATION AGENCY 


OFFICE OF THE SECREDAnY 
1320 N STREET, P.O. SOX 1139 
SACRAMENTO, CALIFORNIA 95805 (916) 448-1331 


Los Angeles 
August 26, 1975 
No. 75- 


TO: All State-Licensed Savings and Loan Associations 
and All Interested Persons 


RE: Notice of the Proposed Change in the Regulations of 
the Savings and Loan Commissioner 


Subchapter 4. APPLICATIONS AND HEARINGS: NEW FACILITIES, 
BRANCHES, CHANGES OF LOCATIONS, MOBILE 
FACILITIES AND EXECUTIVE OR ADMINISTRATIVE 
HEADQUARTERS OFFICES 


Subchapter 23. LOANS BY AREA 


Notice is hereby given that the Savings and Loan Commissioner, 
pursuant to authority vested by Section 5255 of the Financial 
Code, and to implement, interpret, and make specific Sections 
5250, 5500 through 5515, 5700 through 5702, 6000 through 6010, 
8708 and Chapter 10 of the Financial Code, proposes to adopt, 
amend, or repeal regulations in Title 10 of the California 
Administrative Code, as follows: 


Amends Subsection 145.2(c), adopts new Subsection 145.2(g), 
renumbers existing Section 147.6 to 147.7, adopts new 
Section 147.6 of Subchapter 4, Chapter 2, Title 10 of the 
California Administrative Code; and adopts new Subchapter 
23, Chapter 2, Title 10 of the California Administrative 
Code, to read as follows: 


(See attached) 


Notice is also given that any person interested may present state- 
ments or arguments orally and in writing relevant to the action 
proposed at hearings to be held in the office of the Savings and 
Loan Commissioner, 600 South Commonwealth Avenue, 15th Floor, 

Los Angeles, California, at 10:00 a.m. on the 17th day of October, 
1975, and at a hearing to be held at 350 Sansome Street, Second 


Floor, San Francisco, California at 10:30 a.m. on the 24th day of 
October 1975. 


No. 75- 
August 26, 1975 
Page two 


The Savings and Loan Commissioner, upon his own motion or at the 
instance of any interested person, may thereafter adopt the 
attached proposals substantially as set forth without further 
notice. 


NALD E. BURNS 

Secretary 

Business and Transportation 
Agency 


ES Om 
e 
ALEC C. STEIN 
Senior Counsel 


Department of Savings 
and Loan 


Attachment 
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PROPOSALS CONCERNING 
THE CONTENT OF 
SUBCHAPTERS 4 AND 23 
CHAPTER 2 - TITLE 10 


ADMINISTRATIVE CODE 


(To be promulgated by the Savings and Loan Commissioner) 


Adopts new Subchapter 23 to read: 

SUBCHAPTER 23. LOANS BY AREA 

245. Purpose and Scope. (a) This subchapter contains procedures 
and rules to be followed in connection with the making of specified 
family home loans and is adopted pursuant to Sections 5250 and 5255 
of the law. 

(b) The purpose of this subchapter is to prohibit associations 
from denying mortgage loans, or approving them on terms less favorable 
than are usually offered, because of the association's assessment of 
neighborhood factors which in the view of the association may affect 
present or future real estate values in the geographical area in 
which the property to be purchased is located. 


For the purpose of this subchapter, an association's assess- 


ment of neighborhood factors may include such geological, atmospheric 


or other physical land features or conditions which in the view of the 
association may affect present or future real estate values in the 
geographical area in which the property to be purchased is located, and 


to provide citizens and the state with information sufficient to 
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determine whether associations are fulfilling their responsibilities 
and purposes under the law. 
(c) The Commissioner finds and declares: 
(1) That the people of the State of California have found 

that the subject of housing is of vital statewide importance 
to the health, safety and welfare of-the residents of this 
state. 
That a healthy housing market, where residents of this 
state have a choice of housing opportunities and where 


the housing consumer may effectively choose within the 


free market place, is necessary to achieve a healthy 


state economy. 

That the equities which the majority of California 

residents in most economic strata have accumulated in 

family homes must be protected and conserved. 

That he has a responsibility to direct the discontinuance 

of injurious practices. 

That associations have sometimes denied mortgage loans 

or approved them on terms less favorable than are usually 

offered in the immediate geographic area in which the 

real property security is located regardless of the credit 

worthiness of the individual applicant or applicants and 

the condition of the real property security, and that 

this practice: 

(A) has caused or exacerbated the decline of available 
livable family housing in these areas and is 


likely to continue to do so, 
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limits the choice of housing opportunities and inhibits 


the operation of a healthy housing market in these 


areas, 


adversely affects the health, safety, and welfare of 


the residents of this state, 

undermines the value of the equity of current 

property in these areas, 

retards the granting of amortized loans, 

is injurious to the residents and prospective 

of these areas, and 

(G) is antithetical to the public convenience and 

(6) That the practice of denying loans because of the 


ical location of the property securing a loan has 


owners of 


residents 


advantage. 
geograph- 
had the 


effect of discriminating the supply of loans against racial, 


national and religious minorities. 
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245.1. Terms Defined. Unless the context requires otherwise, as 
used in this subchapter: (a) the definitions set forth in the Savings 
and Loan Association Law in Article 2, Chapter 1, Part 1, Division 2, 
Financial Code, are incorporated herein by reference. 

(b) the term "applicant" means any person or persons who applies 

(or apply) to an association directly or indirectly for a new 
loan, or for an extension, renewal, or continuation of an 
existing loan, or for an amount exceeding a previously established 
loan on security of a family home. 

the term "family home" means a privately owned structure 
designed for residential use by one to four families whether 
in a multiunit structure or not. 

the term "mortgage" means a mortgage, deed of trust, land 
contract or any other instrument which creates a lien on real 
property, on which exists or could exist a family home. 
"Mortgage" includes a note or other evidence of indebtedness 
secured by such an instrument. 

the term "mortgage loan" means a loan of money or the right to 
defer payment of a debt which is secured by a mortgage and is made 
for permanent financing, including refinancing of existing 
mortgage obligations or legally binding commitments to make 

a loan. 

the term “savings account" means any deposit or account, 
including time deposits, received or held by an association. 
the term "metropolitan area" means a standard metropolitan 
statistical area as established by the United States Office of 


Management and Budget. 
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the term "census tract” means a standard statistical area as 
establisixed by the United States Bureau of the Census. 

the term "primary service area" means the geographical area 
in which the branch or principal office of an association is 
located in which the office or branch provides the majority 
of its services or receives the majority of savings accounts. 

245.2. Loans in Specific Geographical Area. An association in 
determining whether or on what terms to approve the making of a loan 
shall not deny a mortgage loan or approve it on terms less favorable 
than are usually offered, because of the association's assessment of 
neighborhood factors which in the view of the association may affect 
present or future real estate values in the geographical area in which 
the , -perty to be purchased is located. 

For the purpose of this subchapter, an association's assessment of 
neighborhood factors may include such geological, atmospheric or other 
physical land features or conditions which in the view of the associa- 
tion may affect present or future real estate values in the geographical 
area in which the property to be purchased is located. 

245.3 Compilation and Public Disclosure. Each association shall 
forthwith compile and forward to the Commissioner and make available 
for public inspection and copying at each pri cipal and branch office 
of that association, the following information: 

(a) The number and total dollar amount of all mortgage loans made 

by the association on a monthly basis commencing January 1, 
1976. 


The number and total dollar amount of all mortgage loans made 


by the association during each calendar year commencing with 


the yeas ending December 31, 1976. 
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The number and total unpaid balance of all outstanding mortgage 
loans as of December 31 of each year commencing December 31, 
1976. 

The same information required under (a), (b) and (c) above for 
all family mortgage loans separating conventional loans, FHA- 
insured and VA-guaranteed loans. 

The number and total dollar amount of all savings accounts on 
deposit with the association at the end of each quarter 
commencing with the quarter ending March 31, 1976, and total 

for each calendar year commencing with the year ending 

December 31, 1976. 

The number of savings accounts opened during each calendar 

year commencing January 1, 1976. 

The number and total dollar amount of all mortgage loans and 
savings accounts in the primary service area of each branch 

and principal office of an association on a monthly basis by 
census tract and computed separately for mortgage loans 
separated into conventional loans, FHA-insured and VA-guaranteed 
loans, commencing January 1, 1976, and the totals for each 
calendar year commencing with the year ending December ai, 1976. 
The number of all savings accounts opened and the total deposits 
made at each branch and principal office of the association in 
each calendar year, commencing January 1, 1976. 


The number and total unpaid balance of all outstanding mortgage 


loans by census tract as of December 31 of each year commencing 


December 31, 1976. Computed separately for VA-guaranteed loans, 


FHA-insured loans and conventional loans. 
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By census tract, the number, percentage, and aggregate dollar 
amount of all family conventional loans, and FHA-insured 

or VA-guaranteed mortgage loans foreclosed in each calendar 
year, commencing with the year ending December 31, 1976, computed 
separately for each loan category. 

By census tract, the number, percentage, and aggregate dollar 
amount of all VA-guaranteed, FHA-insured and conventional 
mortgages refinanced and the percentage of the loan portfolio 
such loans represent, in each calendar year commencing with 

the year ending December 31, 1976, computed separately for 

each loan category. 

The number of written loan applications denied during each 
calendar year commencing with the year ending December 31, 1976. 
The number and dollar amount of all mortgage loans made to 


purchase property located outside the state. 


The number and dollar amount of all mortgage loans by census 


tract which are made to persons whose principal residence is 
located outside the state. 

The number and dollar amount of mortgage loans by census tract 
made to borrowers who did not, at the time the loan commitment 
was made, intend to reside on the property secured by the 
mortgage loan. 

The number, individual and aggregate dollar amounts of all 
forward commitments predesignated at about the beginning of 
the association's fiscal year, along with the purpose of such 
commitments for all fiscal years commencing on or about January 
1, 1976; the term "forward commitment," means the amount of 


loanabie money predesignated to particular persons prior to 
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the general availability of loanable money to the public 
at large. 

The census tracts referred to above, for mortgage loans, are the 
tracts where the property securing the loan is located, and for 
savings accounts and deposits, the tracts where the depositor resides. 

245.4. Information Available to Public. The information required 
to be compiled in Section 245.3 above shall be made available for two 
years after compilation to the public by the association during regular 
business hours at each branch and principal office of the association. 
The charge for copying shall not exceed the cost to the association. 

245.5. Report on Mortgage Deficient Areas. The Commissioner will 
compile and make available on a semiannual basis, for public inspection 
and copying (the charge for which shall not exceed the cost to the 
Commissioner), during regular business hours at each office »f the 
department, a report on mortgage lending practices of associations 
within the state and will identify those census tracts which may be 
considered mortgage deficient. 

245.6. Information to be Provided the Applicant. (a) Each 
asso iation shall disclose to each applicant for a mortgage loan at 
the time oral or written inquiry is made that the applicant has a 
right to file a written application to which a written response from 
the association shall be given within 21 days. 

(b) (1) If a mortgage loan application is denied, the association 
shall in a written notice to the applicant state the 
specific reasons why the loan was denied and the specific 
criteria which the association used to determine not to 
grant the loan, including but not limited to the specific 


criteria which was used to evaluate the inancial responsi- 
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bility of the applicant and the suitability of the 
property as security for the loan. 

(2) There shall be no fee charged to the applicant if a loan 
is denied. 

(3) The written notice of jenial shall also include the 
following information: 
(A) The procedure the applicant may follow to have the 


application for a loan reconsidered by the association. 


(B) The name and business address of the person or persons 


who made the decision to deny the loan. 
(C) The name and business address of the loan officer who 

considered the application. 

The notices required by California Civil Code, 

Section 1785.5 (Consumer Credit Reporting Act). 

The address and telephone number of the nearest office 

of the Department of Savings and Loan; and 

A statement in bold type (size) statirg that 
"you should know that we are not allowed to deny 
your loan or approve it on terms less favorable 
than are usually offered because of our assessment 
of neighborhood factors which in our view may 
affect present or future real estate values in the 
geographical area in which you wish to buy your 
nome. We are allowed to take into account 
geological, atmospheric or other physical features 


or conditions." 
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“If you believe that the denial of your 


application is based on the geographical location 


of the property upon which you applied for a loan, 
you may file a claim in writing with the 
Department of Savings and Loan asking for review 


of the association's decision. 


"It is illegal, because of race, color, sex or 
national origin, to: 

(1) deny a loan for the purpose of purchasing, 
constructing, rehabilitating, repairing or 
maintaining a dwelling or, 
discriminate in the fixing of the amount, 
interest rate, duration, application 
procedures or other terms or conditions 
of such a loan. 

"If you believe that you have been discriminated 
against, you should contact an attorney. 
Where the loan application is accepted, the association shall 
send # written notice to the applicant containing the following 
information: 
(1) The information required by Regulation Z, as defined by 
Section 1802.18 of the Civil Code. 
(2) The specific criteria the association uses to determine 
for the type of loan being applied for, the following: 
(A) The financial responsibility of the applicant. 
(BY The annual percentage interest rate. 


(C) The downpayment required. 
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(D) The period of the loan. 
(E) All other costs and fees, including points. 
The name and address of the person or persons who made 
the decision to grant the loan subject to its conditions. 
The name and address of the loan officer who considered 
the loan. 
If the cost of the loan to the applicant has been 
increased wholly or paitly because of information from 
a credit reporter, the notices required by Section 1785.5 
of the California Civil Code. 
The address and telephone number of the nearest office of 
the Department of Savings and Loan. 
The notice shall also include the following, printed in 
the bold type size: 
"You should know that we are not allowed to deny 
your loan or approve it on terms less favorable 
than are usually offered because of our assessment 
of neighborhood factors which in our view may 
affect present or future real estate values in the 
geographical area in which you wish to buy your 
home. We are allowed to take into account geological, 


atmospheric or other physical features or conditions." 


"If you believe that the conditions offered here to 
you such as the amount of the loan, its term, or 

interest rate are unreasonable and you believe that 
we were influenced in setting these by the location 
of your property, you should contact the Department 


of Savings and Loan." 
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(e) Each association shall retain all loan applications for a 
minimum of three years, whether the loan was granted or denied. Attached 


to each application that is denied shall be a copy of the notice required. 


245.7. Boards of Inquiry. (a) In order to review individual claims 
that a loan has been denied, or if granted, has been made for less than 
80 percent of fair market value, or the term of repayment is less than 
30 years, or the interest rate is higher than the rate charged for a 
majority of other family mortgage loans currently being made by the 
association, because of the practices prohibited by Section 245.2, six 
review boards will be established in the largest metropolitan areas of 
six demographic regions of California. 

(b) The six regional Boards shall be created and operational as cf 
January 1, 1975. The membership of each Board shall be comprised of une 
following individuals: 

(1) One public member; 

(2) An industry representative; and 

(3) A representative of the Business and Transportation Agency 

The members shall be appointed at the pleasure of the Secretary 
for a term not to exceed four years. Board members shall be compensated 
at the rate of $50.00 per day, in addition, members shall be reimbursed 
for travel expenses actually incurred in attending meetings. 

(c) Upon the submission of a claim by an applicant, the Board 


shall review the association's decision to deny or grant a loan to 


determine whether the association complied with Section 245.2. 


The review shall be based on the written answer to the 
application, and all relevant information which the board may deem 
appropriate. The board shall determine whether the loan was so denied 


or granted. Where the board finds the claim substantiated, it shall 
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take such lawful action as it may deem appropriate. 

(a) The Secretary will from time to time issue rules of practice 
and procedure for the boards. 

(e) The Secretary may order appearance of any director, officer or 
employee of an association or order the production of documents or other 
information for the purposes of the review where necessary OF convenient 
for the cperation of a hoard's investigation. 

(£) The boards shall be empowered to employ such staff as may be 
required to carry out the terms of the regulations. The administrative 
costs which the boards incur shall be paid through fees assessed in 
advance in pro rata share of associations licensed to do business within 
the state. 

(g) The boards shall provide the Secretary with their findings and 
investigations and with any recommendations which they deem appropriate 
to improve the procedures and organization of the loan appeals process 
and any other recommendations pertinent to achieving the purpose of 


these regulations. 
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SUBCHAPTER 4. APPLICATIONS AND HEARINGS: NEW FACILITIES, BRANCHES, 
CHANGES OF LOCATION, MOBILE FACILITIES AND EXECUTIVE 
OR ADMINISTRATIVE HEADQUARTERS OFFICES 
Amends Subsection 145.2 (c) to read: 
145.2 (c) Applications for change of location of an existing 
principal office, branch or mobile facility of an existing associa- 
tion shall comply with Sections 5700 through 5702 of the law and 


with such instructions, requirements, rules and regulations as the 


Commissioner may publish from time to time. 


(1) A change of location will not be approved without 
a satisfactory showing that the public convenience 
and advantage will be promoted thereby and that the 
area served by the original location will continue 
to be adequately served after the change of location 
is effected. 

(2) An application for a change of location of a facility 
to a location outside its primary service area as 
defined in Subchapter 23, Section 245.1(i) shall 


contain a neighborhood impact statement which shall 


describe: 


(a) the geographical sources of the facility's 
deposits ana the geographical distribution of its 
mortgage loans during the last five years. 

(b) what effect the proposed change of location can 
reasonably be expected to have on the source of the 
facility's deposits and the distribution of its loans. 
(c) how the original location will continue to be 


adequately served after the change of location is 
effected. 
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The Neighborhood Impact Statement shall be required 
for the principal office of, and for each branch 


office of, the association and is available for 
public inspection and copying at cost (the charge 


ef which shall not exceed the cost to the association 
EES tne _ cost to the association) 


during regular business hours and at each office of 
the association. A public hearing shall be required. 
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Adopts new Subsection 145.2 (g) to read: 


145.2. (g) An association before closing a branch facility shail 
file an application for approval of the Commissioner and shall include 
a_neighborhood impact statement as described in (c) (3) above and also 
evidence for a satisfactory showing that the public convenience and 
advantage will be promoted by the closure and that the area served 
by the facility to be closed will continue to be adequately served 
after the closure. 

Amends Subsection 147.3 (c)(2) to read: 
147.3 (c)(2) Within 15 days of the date of the mailing of the 
notice of hearing, the applicant shall publish in a place prominent 
to the general readership in a newspaper not exclusively legal journals 
having general circulation in the county to be served by the proposed 
facility, a notice of hearing on the application in substantially 
the following form: (blanks to be filled in by applicant) 
"NOTICE OF HEARING ON SAVINGS AND LOAN FACILITY APPLICATION 
Notice is hereby given that a public hearing has been scheduled 


by the DEPARTMENT OF SAVINGS AND LOAN relating to an application 
SAVINGS AND LOAN ASSOCIATION. 


by 


Address - Home Office) : 

for permission to establish a facility at, or in the immediate 
vicinity of and 

{intersection or Street Address) 

7 City of F 
County of ~The hearing will be held at 
the Department's office at M., on the of 
Time 
at . 


Mont ee (Room #) 
(Address) (City) 


. 


(Telephone No.) 


° 
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The application is open for public inspection in accordance 
with the commissioner's regulations at either office of the 
Department of Savings and Loan of the State of California 
located at 600 South Commonwealth Avenue, Los Angeles, 90005, 
and 350 Sansome Street, San Francisco, 94104. 


Written objections or other documents relevant to the applica- 
tion should be filed with the Department, and a copy delivered 
or mailed to the applicant, 
SAVINGS AND LOAN ASSOCIATION, not Later than 
“(30 days after 
- 197___. Any person may 


date of mailing of notice of hearing) 

appear at the hearing and make an oral statement during an 
amount of time limited by the '.:aring officer, which in the case 
of any person who has not filed prior written objections or 
other documents is to be limited to not more than 15 minutes 

in duration, or such shorter time as may be allowed by the 
hearing officer." 


Renumbers existing Section 147.6. Waiver of Regulations, as new 
Section 147.7. 


Adopts new Section 147.6 to read: 


147.6. Affirmative Marketing Program. (a) Each application 
filed under the provisions of this subchapter shall be accompanied 
by an affirmative marketing program which shall be a program designed 
by the applicant to achieve greater access to housing opportunities. 
Such program shall include mortgage counseling, educational, promo- 
tional, and other appropriate activity designed to secure greater 
housing opportunities. Copies of this program are to be available 
for public inspection and copying at cost to the applicant. 

(b) Consideration of Programs. In reaching a decision on 
applicationsfiled under this subchapter, the Commissioner shall 
consider data received pursuant to this section, data revealed in 
examinations by the Commissioner, and findings of the Boards of Inquiry. 


(c} Competing Applications. Where there are competing applicants 
ee ee ee ee SS SS ee ee 


for a facility, the comparative Affirmative Marketing Program achieve- 
fe ee ee ee ee ee ee ee eee ono 


. Ments and future plans of the -oplicant shall be taken into considera- 
ee ee ee ee ee 


tion. 
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SUBCHPATER 10. APPLICATIONS AND HEARINGS FOR MERGERS, CONSOLI- 
DATIONS OR TRANSFER OF PROPERTY AND ASSETS OF 
EXISTING ASSOCIATIONS 
Amends Subsection 204.2 (a) to read: 
204.2 Applications' Content. (a) Applications filed pursuant 
to the p-ovisions of Financial Code Sections 9200, 9202, 9203, 9215 
and 9216 shall contain all of the information herein required under 
subsections (c) through ¢p}+ (q) inclusive, of this section. They 
shall further contain a table of contents indicating titles and 
corresponding page numbers. All amendments shall be filed under 
cover of the application, shall be clearly identified as amendments, 
numbered consecutively, and shall comply with all pertinent require- 
ments of the application. 


Adopts New Subsection 204.2 (q) to read: 


204.2 (gq) Affirmative Marketing Program. (1) Zach application 
filed under the provisions of this subchapter shall _ be accompanied 
by an affirmative marketing program of the surviving association 
applicant which shall be a program designed by said applicant to 
achieve greater access to housing opportunities. Such program shall 
include mortgage counseling, ¢ ucational, promotional, and other 


appropriate activity designed to secure greater housing opportunities 


for members or groups. Copies of this program are to be available 


for public inspection and copying at cost to the a-nlicant. 


(2) Consideration of Program. In reaching a decision on applica- 
tions filed under this subchapter, the Commissioner shall consider 
data received pursuant to this section. 

Amends Subsection 208 (c)(2) to read: 


208 (c)} (2). Within 15 days of the date of the mailing of the 


notice of hearing, each constituent association shall publish in a 


55-937 © - 75 - pt.3 - 61 
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place prominent to the general readership in a newspaper not 
exclusively legal journals having general circulation in the county 


in which its principal office is located, a notice of hearing on 


the application in substantially the following form: (blanks to 


be filled in by each constituent association) 
"NOTIC HEARING ON SAVINGS AND LOAN MERGER APPLICATION 


Notice is hereby given that a public hearing has been 
scheduled by the DEPARTMENT OF SAVINGS AND LOAN relating 
to an application by 

SAVINGS AND LOAN ASSOCIATION. 


(Address - Principal Office) 
and SAVINGS AND 
LOAN ASSOCIATION, 


SO SME SAG SEA hl aN nen teal RI edove cme 
(Address - Principal Office) 


for approval of 


(Briefly describe transaction including any name change.) 


The hearing will be held at the Department's office at 
M., on the of , 197 , at 
(Time) (Day) Mont 


, 
(Room #) (Address) 
, 
(city) (Telephone No.) 


The application is open for public inspection in accordance 
with the commissioner's regulations at either office of the 
Department of Savings and Loan of the State of California, 
located at 600 South Commonwealth Avenue, Los Angeles, 90005, 
and 350 Sansome Street, San Francisco 94104. 


Written objections or other documents relevant to the 
application should be filed with the Department, and a copy 
delivered or mailed to the applicants, : 
SAVINGS AND LOAN ASSOCIATION and 
SAV3NGS AND LOAN ASSOCIATION, not later than 

’ 97 


1 * 
(30 days after date of mailing of notice of hearing) 


Any: pergon may appear at the hearing and make an oral statement 
during an amount of time limited by the hearing officer, which 
in the case of any person who has not filed prior written 
objections or other documents is to be limited to not more than 
15 minutes in duration, or such shorter time as may be allowed 
by the hearing officer." 


Congress of the Anited States 
Bouse of Representatives 
Washington, B.C. 20515 


August 4, 1975 


Honorable Fernand St. Germain, Chairman 
Committee on Banking, Currency & Housing 
Subcommittee on Financial Institutions 
2136 RHOB 

Washington, DC 20515 


Dear Congressman St. Germain: 


Enclosed please find material relative to Suffolk Superior 
Court Civil Act No. 7421, the Boston Five Cent Savings Bank, 
et. al. v. Carol S. Greenwald, Commissioner of Banks for the 
Commonwealth of Massachusetts. I am sure that you will find 
these ¢cc-uments useful. 


I know that it will also be of ‘nterest to the members of 
the Banking Committee that on July 25, the plaintiffs drop- 
ped their suit against Mrs. Greenwald, following the adop- 
tion of a compromise modifying the Disclosure Directive. 


Under the compromise, mortgage date would be disclosed by 
zip code, save for areas where the Comaissioner decides 
that a census tract mechanism would be a more accurate re- 
flection of lending policies. 


The compromise also requires that deposit data be submitted 
only to the Commissioner and released the public only in the 
form of aggregate deposit amounts per city or town. I will 
forward information to you detailing the compromise shortly. 


With best wishes, I remain 
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COMMONWEALTH OF MASSACHUSETTS 
SUFFOLK, Ss. SUPERICR COURT 


SEREARSRESECETERSERSREEEAER ERE ER ER ERE REEES 


THE BOSTON FIVE CENTS SAVINGS BANK 
CAMBRIDSE SAVINGS BANK 
CHARLESTOWN SAVINGS BANK 
SITY SAVINGS BANK OF PITTSFIELD 
HOMS SaVINGS. BANK 
LYNN FIVE CENTS SAVINGS BANK 
MALDE? SAVINGS: BAN 
4ILTON SAVINGS bane . 
THE PROVIDENT INSTITUTION FOR SAVINGS 
IN THE TOWN OF BOSTON 
QUINCY SAVINGS BANK 
SOMERSET SAVINGS BANK 
SOUTH BOSTON SAVINGS. BANK 
SPRINGFIELD INSTITUTION FOR SAVINGS 
SUPFOLK FRANKLIN SAVINGS BANK 
Were LTHAM SAVINGS BANK 
® WOBURN: FIVE CENTS SAVINGS BANK 
. WGRCESTER COUNTY ——e FOR 
SAVINSS : 
and : 
™ THE AUBURNDALE -CO-OPERATIVE BANK 
™ BROOKLINE CO-OPERATIVE BANK 
-G EQUITABLE CO-OPERATIVE BANK 
™m PRAMINSHAM CO-OPERATIVE BANK 
5 MEETING HOUSE HILL CO-OPERATIVE BANK 
S MERCHANTS CO-OPERATIVE SANK 
™ THE QUINCY CO-OPERATIVE SANK 
READ CO-OPERATIVE BANK 
SVGLUNTEER CO-OPERATIVE BANK 


sdk is oe ) ise es tera ws val ea lad ga eas eg 


CAROL S. GREENWALD, COMMISSIONER 
OF BANKS - 
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This cempiaint seeks a declaratory judgment pursusnt to 
G. L., ¢.231A with supporting ——— relief to determine the 
extent of the ‘powers of the Polak sekener of Banks in promulgating 
and enforcing "Disclosure Directives", the avowed objective of 
which “is to impose upon certain state banking institutions oblige- 
tions to make mortgage ‘loan investments other than those which 
they may deem prudent and consistent with the test interests of 
their depositors to whom they have a fiduciary responsibility. 
l(a). The plaintiffs The Boston Five Cents Savings 
Bank, Charlestown Savings Bank, Home Savings Bank, The -Provident 
Institution for Savings in the Town of Boston, South Boston Sav- 
ings Bank and wustels Franklin Savings Bank are each 615. organized 
assachusetts savings banks with their principal offices in the 
City of Boston, Suffol x MONnEY the plaintirt Cambridge Savings 
Bank is plese organized. Massachusetts satings bank nk with | its rrin- 
" eipat-o: of ffice. 3h the ity of Cambridge, “‘Midatesex County; the plain- 
cise igen Five. Cents Savings Bank. is a duly organized Massachusetts 
“savings bank with its, princes spal ‘office-in the city or iss 
“pountes the plaintiss Malden Saving 8 Sank is 2 duly ‘organizes 
Massachusetts savings. bank with its ‘prin inal office x1 ¢ the CLs 
“of Malden, Madreces County; the plat intiff Mil<on ‘Savings Bank is 
Se. duly organized. Nabeachusetts savings bank with ite: “principal 
: office in: the Town. of Hitlton; » Norfolk” County; the piaintite Quincy | 


 Savangs- Bank-is a “@yly— organized Massachusetts | savings, bank with 
» RE i aro 


Sn tenes Lk, 


“soe principal, office aa the. City, of Quincy, NoPtolk County; the | 
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plaintiff Somerset Savings Bank is a duly organised Massachusetts 
savings bank with its principal office in the City of Somerville, 
Middlesex County; the plaintiff Waltham Savings Bank is a duly 
orgenized Hassachusetts savings bank with its principal office in 
the City of Walthan, Nidélesex County; and, the plaintiff Woburn 
‘Five Cents Savings Bank is a duly eoaatiee Massachusetts savings 
bank with its principal office in the City of Woburn, Middlesex. : 


” 


County. 


The plaintiff Equitable Co-operative Bank is a duly or-" 


ganized Massachusetts co-pperative bank with its principal office 
in the City of Lynn, Essex County; the plaintiff Framingham a 
Co-operative Bank is a duly organized Massachusetts co-operative 
bank with its principal office in the Town of. Framingham, Middle- 
sex.County; the plaintiffs Meeting House Hill Co-operative Bank, : 
Mercnants Co-operative Sank and Volunteer ‘Goroserative Sank are each | 
duly organized Hassachusetts. co-operative: banks with their principal 
offices: in the city of Boston, ‘Suffolk County; the plaints f: The 
iney Co-operative. Bank ‘as a duly. organized “Massachuset ‘s me 
cperative bank with 4 “principal ‘office in the Tity of Quine? is 
xorfolk County; and plaintiff Reading: Co~operative Bank is a. quiy” 
org sanized Haesachusetts co-operat ive bank. ese de its principal office, © 
. din the Town of Reading, Middlesex County; 
: -i(d). - The plaintiff ‘enw Savings Bank of Pit 
---a-duly-onganized: Massachusetts savinge-bank “witt its: prtnetyan 7S 
office ‘in ‘the City of Pattetield, Berkshire County; ¢ pisintate.. 


Springfield Institution for Savings is a duly organized Massachu- 
setts savings banic with its principal office in the City of 
Springfield, Hampden County; and, the plaintiff Worcester County 
Institutidén for Savings is a aduly organized Massachusetts Savings 
bank with its principal off ice in the City of Worcester, 
Worcester County. 
The Plaintiff The Auburndale Co-operative 
' Guly organized Massachusetts co-operative bank with 
office in the City of Newton, Middlesex County, and the plaintifrs 
Brookline Co-operative Bank is a duly organized Massachusetts - 
co-operative bank with its principal office in the Town of Brook- 
line, Norfolk County. 
2. ‘The de feahant. Carol S. _ Sreennes¢, is the Commi s~ 


sioner of Banks for the Commonwealth of Massachusetts (hereinafter. 


esneme emo 


called. ‘the"Conmissioner"); appointed ‘pursuant ti to. G. - Lee. iC. 26 i. 
: whose principal office is located et 100 Cambridge Stree: » in the. 
City of Boston,: Suffolk Count;. 
3. On or epout May 16, 1975, the Commis ssicner meat 
"Disclosure Directive” to the executive officer of each ort 
he plaintiffs named in paragraph 1(a) of this complaint ana + 
other Similarly situated state banking institutions. A copy 


the Disclosure Directive. is attached- hereto ang made 2 part nereof 


oe 


as Exhibit A. On or about May 20, 175, the comes sioner prenulgatec 


a-supplenentary “directive-t6 éaéii ort the pla’ plaintiffs | naned in 


paragraph 1(b) of this complaint and to other. similarly ‘situated 
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state banking institutions. A copy of the supplementary directive 
4s attached hereto and made a part hereof as Exhibit B. 

4h. The Disclosure Directive (Exhibit, A) requires the 
plaintifrs named in paragraph 1(a), and other similarly situated 
state banking institutions, to provide the Commissioner with, 

*‘ among other things, certein data revealing detailed geographic- 
ally oviented information relating to the number and amceunt of 
deposits, the number of mortgages, average interest + out- 
standing balances and number of foreclosures as of June 30, 1975. 
It further provides that similar data, with additional information, 
will be required for the year 1976. The supplementary directive 
(exhibit B), in the circumstances therein designated, would require 
similar data from the plaintiffs named in paragraph 1b). 

5. “The Disclosure Directive (Exnibit A) and the suppic- 
mentary directive (Exhibit B) slab ying that the data must de — 
the arte Standard Metropolitan 
-the United States Department © 
having 2 population of fo, 000 
“se all other towns within the Sosten SMS-:, 
for all other E sitnin Massachusetts, 
out of state. 

6. The Disclosure Directive (Exhibit A) and tne supple-— 


wii® 


mentary directive (Exhibit B) also provide that the intoriasiee 


received must be filed at the orfice of the Commissioner and must 
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ve on file at all banking offices of the institution involved, 
availabie to the public, no dater than August 29, 1975. They fur- 
‘ther provide that similar data and disclosure will be required 
for the year 1976. 

. 7. The Disclosure Directive (Exhibit A) applies to 
all state chartered banks having main offices within the Boston 
SMSA and also having deposits of $20 million or over. The supple- 
mentary directive (Exhibit 3B) applies to all other stete chartered 
‘banks and credit unions irrespective of deposit size or geographic 
locaton. 


8. Each of the'plaintiffs named in paragraph l(a) of 


this comvlaint has its main office within the Boston SMSA, has 


deposits of $20 million or over, and is subject to the Directive 
f May 2€, 1975 (Exnibit A). Each of thaplaintiffs named.in 

paragraph 1(b) of this complaint is, either because of amount 

of deposits or geographic location, subject to the supplementary . 

Girective of May 29, 1975 (Exhibit B). 


a speech delivered to the Massa- 


£9 accomplish two thirgs 
Giscicsure. "First, : : nay oméewhat mcore available 
in certsin areas simply from the politica everaging created ty 
Giszlosure. Second, if there is a read-lining problem we will have 
“some basis for determining ‘its extent and for devising appropriate 


legislation." 
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10. The alleged "red-lining" practice referred to in. 
Exhibit A and in the Commissioner's public statement, refers to - 
the claimed absence of mortgage lending activity in venkula high- 
risk or depressed urban areas. 
: 11. The Commissioner personally advocates, asa solution 
to the problem of financing Properties in such depressed areas, 


that certain banking institutions Which come within her super- 


visicn should be compelled to grant mortgage loans in the éreas 
Pee alk “x 
concerned. te \ 


\ 


12. By letter dated June 10, 1975, the plaintiffs, 
ws with several other ~ banking institutions, called upon the 
Commissioner to withdraw her Disclosure Directive regulations. 
_ To the date of filing this complaint, there has been no response 
to this request. 4A copy of said letter gs attached heretes and . 
made a part hereor as ‘Exhibit™ co Sain = fe ee ee 

13. In the ‘datben requesting withdrawal of the Discics 
ure Birectives (Exhibit co}; the Commissioner was advised, among 
ovher things, that the data Processing required dy her DrPeS tives 
“mast te commenced by dine 16, 1975 in order to meet tne dendline 

ers June -30, 1975. 

14. An actual controversy exists: between she piaintifie, 
and other similarly Situated banking institutior>, and the Commis- 
Sioner as to her authority and the propriety of promcigating and 
“enforcing the Disclose Directives as issued for the following — 


and other reasons: 
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(a) The Commissioner has no power or authority 
to vary the duties of boards of investment, : ustees 
and officers of banks. Under Massachusetts law, 
“boars of ‘investment have’ responsibility for invest- 
“ang: the funds of depositors of the barik’ in a pecan 
manner, eonsistent with the duties ‘and obligations 
: of trustees of an ordinary trust. chee trustees of. 
_ the bank are likewise held to the same duties and 
obligations as trustees of an. ordinary trust and must 
act like ovudeuk men to protect the funds of deposit- 
ors. which have. been entrusted ‘to them.. The Disclosure 
Directives have es their object an attenst by the Com, 
missioner to compel the investment of the funds of de- 
positors in a manner other that that which the plain- 
tiffs, their boards of investment, trustees and officers 
may in the iceeciee of their legally imposed fiduciary 
duties deem prucent, sound ani safe. 
“funetion 4s the supervision oF banxs 
rrudent principles of inv re followed, not that 
Gepositors’ funds be used as instruments of social policy. 
without new legislation the Commissioner has no power : 
: or authority to change the investment obligations of the 


__plaintiffs._ Consequently, she has no power or authority 


to oltain the information sought by the enforcement of 


Disclos: re Directives’ to which criminal sanctions attach 
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under G. L. c.167, §8. 

(b) The Commissioner has no power under Massa- 
chusetts law to regulate the geographic areas in which 
“banks make their loans. The General Court has specific- 
aliy enacted rules regard: .g geographic limitations on 
toans for savings banxs in G. bL. c.168, §34(2). The 
Commissioner's attempt to change these statu 
force banks to make loans in particular census tracts 
or zip code areas constitutes a deviation from the stat- 
ute. Consequently, the Commissioner has no power or 
authority to obtain the information sought by the 
enforcement of Disclosure Directives to which criminal 


Sanctions attach under G. L. c.167, §8. 


(c) The enforcement of the Disclosure Directives 


for the purposes stated by the Cormissioner invades © 

the investigative and legislative province of the 

General Court of the Commonwealth without prior or proner 
delegation.: Any chanze 

be foilowed by the plainsiffs in th 

funds entrusted to them ty their depositors 

Seographic areas in which such funds may te invested 

must come as a result of legislative action rather than 


"political leveraging" by the Commissioner. 
~~ “(d)" Thé promulgation @nd enforcement of the Pis- 


closure Directives constitute an arbitrary and unreasonable 
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exercise of power by the Commissioner. They are dis- 
criminatory in effect and intent in that they impose 
substantial burdens on a limited number of banking 
“institutions within the Commonwealth without imposing 
similar burdens on other banking institutions. Fur- 
ther, they seek to employ for the personal objectives 

and policies of the present Commissioner, the authority 
to require information from the plaintiffs which has 

no other reasonable purpose than to serve such personal 
objectives and policies. 

te The Commissioner has no statutcry power or 
authority to maxe public herself, or compel the plain- 
tiffs to make public, the demanded information and any 
attempt to do so would violate ¢pe provisions and 
"policies of G. L. ¢.167, §2. Further, each such publica- 
tion will be irreparably detrimental to tne competitive 
position of the banking dnetituttons involved with respect 
to other state and federally chartered competitive 
institutions not subjected to the same requirements. 
(f) The Commissioner can only act within the powers 

‘delegated to her by the General Conve. The Disclosure 


Directives are not reasonabiy related in any way to any 


of the Commissicner'’s delegated powers and, consequently, © 


they are unenforceable. 


(g) The Disclosure Directives constitute regulations 


. 2199 


as defined in G. L. c.30A, §1 veing an agency rule, 
regulation, standard or other requirement of general 
application and future effect.. Their violation is 
“punishable criminaily by the provisions of G. L. c.167,.— 
‘$8. The Commissioner has no general statutory authority 
to promulgate regulations, particularly those for which 
criminal ‘sanctions apply. Further, the Disclosure 
Directives were not adopted pursuant to the requirements 
of G. L., c.30A, §2. 
25. Because of the conflict ‘between the plaintiffs' 
duties as fiduciaries to their depositors and the requirements and 
objectives of the Disciosure Directives, because of the criminal 


‘sanctions which may be amposed for. failure to make reports as 


called for in the Disclosure Directives; bgcause of the substantial 
ee ete eto een eee + oe eee ee 


~Tand “extraordinary costs to the depositors: of requiring the plain- 


titts to: comply with the Disclosure Directives which will not de 
ineurred ~y other danking institutions tn che Commonwealth, because 
of the data proce essing necessary to comply witn the June 39, 19 
line in the Directives must be commenced by June 316, 1975, becz 
of the damaze 'to the competitive positions of the plaintiffs which 
¥ wili- result from the fact the Disclosure Directives do not apply 
equally to ail: similarly situated institutions, and because, as 
the Commissioner has stated, the disclosure : may create "political 


ae oe a ee 
. leveraging" - to. enforce Amprudent investments thereby causing harm 


to the depositoss, the plaintiffs, and each of them, will a 


~ 
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immediate and irreparable harm and damage unless the enforcement 
by the Commissioner of the Disclosure Directives is stayed and 
enjoined pending 2 full determination and declaration by the 
Court of all legal issues raised in. the controversy between ae 
plaintiffs and the defendant. 

WHEREFORE, the plaintiffs pray that: 

1. A temporary restraining order issue enjoining and 
restraining the defendant Commissioner of Banks from enforeing 
or taking any further steps whatsoever to impose the requirements — 
of the ‘Disclosure Directive ef May: 16, “and the supplementary 
directive of May 20, 1975, or any other similar order or reguia- 
tion, pending a full hearing and determination on the merits of 
the issues raised by, this compleint. . ; 


2. “A short order of notice ma fer service. upen. choy 


eo tana opmguence aoe roneneicene tn mean ate _ gaa pnt, Samant 
ie. endant>—— i ae : ns es beta i Ses 
sais May - me Mag ASN Foes S in x poor 
4 


3. Upon return of the ert: dee ae potiae the, Court 
direc that the pleadings in this case be speedily conpleted and 


. the matter ‘be set down for: a. prompt ‘heaMing; =): 


ae pen’ return of the short order of- notice. = preliminary . 


: aeaihetion issue ‘enjoining. the defendant in the same manner: and: to: 
: the ‘same effect as is prayed for. Ancprayer a: Of. siaacoptetede | | 
Sy. After ‘hearing ‘on. the: nerits this. ‘Gourt ‘enter a. 
Judgnent declaring the: rights,: duties. and. obligations of ‘thes 


Ke; ~~ pareies WIth Fespect tothe vreeiestr @.Dir, Ze tives “and: { deteraining 


. Shat: ‘auch Directives are beyond the aauuke ‘of: the. Commissioner. of > 
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Bauxs, are contrary to the-powers cstablished by the General Laws 


for the conduct of the office of the Commissioner of Banks, 


SOnSSTE St @ an- improper exercise of governmental and administra- 
tis 72 power, “were improperly enacted and should be permanently 


restrained "and enjoined for enfercement. 


$ a Bae And - for such other order and svignent as the Court 


< 


thay deem meet and proper. 


By their attorneys 
Ss 


CLA Poem, —, 


Alian van &éesteda 

Henry B. Shepard, Jr. 
GOODWIN, PROCTER & HOAR 

28. State Street : 
Boston, Massachusetts 02109 
523-5700 
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COMMONWEALTH OF HASSACHUSETTS 
Suffolk, ss | : | June 13, 1975 - 
. Then personally appeared before me Robert wW.. Garver, 
President of the Charlestown Savings Bank, a plaintirr herein, 
and made oath that he hes read the foregoing comrlaint and that 
“the statements made therein are true, except such as aré stated 


to be alleged on information and belief, and,.as to those, he 


‘believes them to be true. 


President ; Notary Public | 


- ; : My connission expires: CL ie sare > 


a: 


ote sree 


SLMMONWEALYT A 


BOST7N FIVE CexnTS. SAVINGS BANK, et al) 
Plaintif‘és, 


- 


v. : -CIVSL ACTION 
CAROL S. G2ZENHALD; COMMISSIONER 9) 7" 
OF B3NXS, : 


4% tankers and, 


ta orocessing staféis, 


a ae pee 
the Commissioner of Banks_ 


ssuee a Gisclosur2 


havins main offices 


Girective to banks and cr2éit unions 


Statistical erea 


The Girective sought sion ofggeneral ears, includi 


-=F 
the following: total number of mortgages; averace 
=; J 2 


rate; total outstanding balances; total number of foreclosures. 


ed in sunmary form: (1) by census 
towns within the 


2s or towns within 


accounts ‘ {asiviaval 


BS © tabs 
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tcrmissionas 
mentary directive 


a3 


under her supervision. 7 
that if twenty-five gualifie 
tution were to petition Divis: 


* 


information similsr 
the igeeieucion 
statistics in a 
On or adout June 1 
action seeking a ¢ 
tive relief 


action. 


a 


I. THE PLAINTIFFS ARE NOT ENTITLED TO INGUUCTI. 


BECAUSE THEY EXVE NOT SHOWN THAT DENIAL CF 
RELIEF WOULD CAUSE THEM CERTAIN AND IRR=EPA 


this case, 


irrep2r2dDl2 


2 


ecner banks 254 creait 


i- 


joac= 


’ August 29, 1975. Defendant 


with the Disclosure Directi 
claintiffs. 


re 


re 


work for t 5 


Clearly does 


_velief they have requested. — 


League, 212 F.Supp. 319. (D.c 
(> 


of Utah, 332 F.Supp. 119, 


In cases where courts 


ef 
er . 


injunctive < will c 


of the ee hes been for nme 
that alleged in the idacine 
“Corp. é Wesneercee: 367 F. 
fied 498 F.2d 125. 
Australia/U.S. Atl. 
(D.C. N.¥. 1972). 
sale of paper food-packag 
percent of one dlaintiff's 
second plaintiZi's gross sé 


tive relief ac2zinst 


materials from Interstate C 


harm upon plaintifis. 


in that both involve affairs 


the occu 


Natick,. 
cumstances resultir 


that alle 


eged by plai 


not entitle ths 


See alsc 


cai 


“Natic 


well assume thet compliance 


eye eae Una cause some 2dditional 


ay 
Se 


zever, enience 


mere incony 


tainciffs to che injunctive 


bod 


Slaicn v. National Foot>bali 


N.Y. 1962); tacteth State 


\ 


we Vv. 


Utah). 


- 
Reve 


found that Seni 


ws 


Ssoo. 12551 (Ds 


ime 


eseral Maritime Commission v. 


= 
=. .o) 


was Sxsp. 1632 


art haus $hat where the 


TAE 


ne material amounted only to 7 1/2 


percent of the 


iminary injunc- 


Se 


=serce 


cx is similar 


= in tne commeric2i 


Plaintiffs further contes2 chat they will suffer 


‘irreparable harm because "+> Sisclosure may create 
‘political: leveraging’ to enitrse Seen 

and thereby causing harm to 72% ositors, lass to tha 
plaintiffs - - .” fenphasis “Phis argizent must 
fail. “First, i6 is doubt fui, zhe= such an ingest on the 
depositors would constitute z rrese sable harm ‘s2e above}. 
Howsver, asst pais as argu endo aie would constitute, izep- 
arable harm, 2 preliminary iatshecion is- not issued slnply 
to prevent the possibility 2 & remote future injury -- 

a presently ss epmghai actual = must de shown . Holiday s 
Inns of America, Inc. v. 5 3 corporation, 202 P.2a 614, 
618 (3rd Cir. 1969). BY usin: +2.8 words “may create", the 
plaintiffs thenselves aGmMI= sles ta allegaé xarn £9: f 
Gepositors Goes not presently 2xist and is not certain to 
exist in the near future. , 


‘ 


nature -- 4 mere possibdilicy. 
bility at that. 

the disclosure 

leverage” (a vagu2 conce 

‘cause the plainti nate isos: t investrent 
investments must then caus2 


Clearly, the alleged harm 


“entitle plaintifis to the in-un: 


Finally, plaintiffs c miené that the Commissioner 
herself, 
or compel the plaintiffs to =axe public, the Zemanded 
information. Whatever merit <nis argument sish< nave, it 
is not an appropriate issue <=: : ae reliminary injunction 
hearing. — in — ion must 5s collectec 
and submitt 


no @isclosure can occur before che information is submitted. 


‘Thus, a, hearing on the merits <2 be helé weii in acvanrsc 


of any potential injury to Jatitfs. For this reison, 
plaintifs 's fear of public 5 closure falis intc the cate- 
gory of future injury, discyeses supra, such that preliminary 
injunctive relief is inapproz=-ste. : 

In sum, the plaintiffs “sve. tailed to show that hontad 
of injunctive relief in this case will cause them ‘irteparable 
injury. It is plain that acsaxce of irreparable injury is 
by itself dispositive in prestidiag prelinizary injunctive 
relief. See:e.g. Com. of Pa. sx rel, Creamcr v. U.S. ‘Dept. 
of Agriculture, 469 F.2a F 13x Cir.. 1972). 206 Cizena, 
Inc. v- Vercgazi, 2 ate (D.C. aw. Se00: 

II. THE PLAINTIFFS ARE NOT Si.  tLeD TO: Tis 
BECAUSE THEY HAVE NOT Sz FESSONABLE PSS 
: THAT THEY WILL PREVAIL <:: MERITS. 
To obtain a preliminsry 


see show that there is a™ 


a 


‘Suggestions as Ne considers éhyedient relavin 


wiil ultimately zrevail on ins serits. Virginia Petroie cm 
Jobbers Assoc. v. Federal 2 ser Iocmission, 259 F.2d 921 


(D.C. Cir. 1958); Ortwa 


(D. Mass. 1971). -In the insctanc= cease, plaintitis faii to 
sustain this burden. 

First, plaintiffs conté-i chat the Cormmissioner of 
Banks has no power or authcricy 5 reques® tn inforz.ation, 
required by the Disclosure S:zectives of May 26, 1375 and 
May 20, 1975. Eowever, 3.4. 5- ist, S$ 7, ete oe "Reports 
of Banks; Penalty" provides ==. pertinent part as follows: 


In addition to the resorts requixec by 
law, banxs shall maxe such other statements 
ané resorts to the csomissioner as he may 
require ... 


In this case, the Commissicner of Banxs nas requested 
each state regulated bank ani cretit union to file basic 
mortgage and ‘deposit: inform sion ineluding, the number of. 
mortgages, averase interest zate, outstanding balances and © 


number of foreclosures for ¢22% of three specitied geographic 


categories. Clearly, under 3... co. 167, § 7, =n# Cem. ssioner 


is empowered to collect such facta. 


Morevver, not only does 3.L. ¢c. 167 permit the comnis- 
sioner to collect sne data in zcsstion, it mands ces ssch 


activity. Section 9 requires <n2 Commissioner of Banks to 


annually “. . . comaunicat? <2 She ganerai cours. such 


"2 20 tne ¢ 


seneral- 


conduct) and condition of ‘ba: wd under his suze. svision Pe 


. The ieyesure directives aze _tesigned to elicit data 


48 


regarding mortgage “Lending ere scices. If thas data. 


reveals that a di sprpportios =2 amount of home sales are 
being. “¢inancea outside of the senventional credit syctem -- 
ites, Hed Li ining* od this “es signiticant esrect Sf she 
*geziee 2 ‘conduct and conaseg2® of baaks* uncer she Connis- 


* 


‘sion nex‘ ry aupervision,, sud ittis: precisely the <orse of subject 


ied 
ed 


about ‘which: the Commissioner :s =o make sugse3+ions to th 
General Court pursuant, to ii. ¢. 167, § 9. 

Plaintiffs further conten@ chat the discicsure direc- 
tives const tute “regulations” which must be zSo0ted pursuant 
to G.L. c. 30A, § 2. This ‘azyizent, too, 

The Gefenéant recognizes «naz if, after 

data submitted: in accordance “itz the discicszre direcrives, 
the Commissioner of bake then decides to take regulatory 
action with respect to "Red etniae? that 

shozld be contai ed in a regclacion promuls 

with G.L. c. 30h. However, 

the instant case, need not 

forth in G:L. ©... 33K. 

The term "Regulation" 
to include "the whole or an> 


" standira” or otSer Yequiremen< 32° seneral as 


: ‘ 
© 


future effect .. . adopted =; an agency to ixplement s 


interpret the law enforced cr acdcinisteread Sy it..." 
° 


In issuing the disclosure G:zeccives, the Commissione: 


of Banks was in search of cirrent information recardins 


specific practices of : Clearcl: such an 


informational request cannot se said to be of “general 


apolication". See Associate: Insustries o= *3s5s- v- commis- 


Sioner of Insurance, 356 Mass. 279 (1969). ‘“icreover <=he 
inappropriateness of rulemasing in this sitcaticn was 
illuminated by the Supreme o:aicial Court ia Zaverhnilii 
Manor, Inc. v. Commissioner == Public Welfare, 75 Mass. Adv. 
Sh. 1813. Tnere the Court =:s<eé that s 

be inappropriate if “there is no indication tha 

missioner frroseses to adopt ‘=nis -method generaily 

future or that he procedure is proposed 2s 2  uie 


Of conduct”. (At 1820). Here, tne Commissioner has m2 
clear that what is being sozr7t is only information an2@ 
that rules or stancards of 
the future. < there 
or stangards .o7 ecnduct wili sever be 
provisions of [G.L..c. 304] = 
are inapposite". Haverhill Mencr, 
Gistinctivo= Ssecween a reguis- 


ho mere Séérch for informaiicn 


ormilation 72 2 seygulation 


in passing by the Supreme Susicial Court in Cambrics 


Electric Comoany v. D.P.U., 72 Mass. Ady. Sh. 645 in 


. 


which Justice Kaplan, speaxing for the court stated:. 


qhe Gepartment icf Public Urilicies] 
was in search of current infor=zation 
ané argunents as =o industry-wise 
inexperience to scpplement and <cest 


to heis it 
3.3 


Finally, wnere an adrci-istrative accicn Zoes consti- 


tute a "regulation", there =i5< be compliance with the 


procedural requirements of G.L. c. 30A -- notice pudlic 
hearing, opportunity for interested parties to submit 
written statements. In essence chese recuizrements corsti-~ 
tute an information gatherize -rocess designee to ecucste 
the agency in cuestion. Thus, in essence, =n piaiatitee 
argue that the Commissioner s- zan 
an informational gathering srocess in order *o then insti- 
tute an informational gathering process. This is not a 
30A, § 1(5) 


and consecuently piaintif=s 


ay wv. Haralray 
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(1155 (D. Mass. 1971). Whether the public 


must be furthered or might be injured by aa in: i Houle 
be csiven considerable weight. E2433 Vv. 
414 (1944). i ie 

In this case the public 


injured if the court were to sr 


of the chief functions of the Commissioner 

be informed as to the conduct ana condition the bank 
regulated by her Division. This zesponsizii: is specifical'y 
treated in many parts of G.L. <. 167 
intensive examination of banks; § 

sSioner's general power to r xuire 

reports; and § 9 requires the Commissioner 


to the general court suggesticns 


the “general conduct and — dans 
supervision. Thus, in promulcating G.L.-c. 
Court sought to permit and, inceed, recuire +n 
of Banks to be informed with ressect to the 
conéition of the banks regulacec 5; her Tes 

The issuance of a preliminary inj: 

serve to thwart that intent sf 

seriously impair the a 
properly fulfill her statutcery 


- 


Clear in her affidavic, 


to balance her need for informati vith te sanks' 
business needs. She has sovgat the bank.«' zssistance 


in the development of a reporting format what accom 


Gates these interests. Defense ants submi: chat frustrations 
of these efforts through the extraordinary ceasure of 
preliminary injunction would éisser Ae t of the 
na having 2n informed, res tonsive 
agency. 
CONCLUSION 
For the reasons stated, the Court sou te éeny oiieeksers® 


request for a preliminary injunction. 


‘\ 
Sey rT ‘yd 


sur 

ts K. Posner 2 
Assistant At*crney Generar: 
373 State Forse 

Boston, Mass. ngesc 
727-2216 


Dated: June 29, 1975 


g awe n 


z— 


Of Blocking 
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Prarcon Gombe Copies 


Greenwald Accuses Regional C 


mptroller 


NB Cooperation on Redlining 


By PATRICIA JORDAN : 


BOSTON.—The Massachusetts Commissioner of Banks has accused 
the New England Regional Comptroller of the Currency of seeking to 
undermine national bank cooperation with the commissioner on the 
issue of disclosure of information bearing on the question of redlining. 
The clash broke open when two of the largest national banks in the 
Boston area informed Mzssachusetts Commissioner of Banks Carol S. 


Regional Comptroller Accused of Blocking NB Cooperation | 


(Continued from page 1) ; 
officers of Boston area aational banks 
on Aug. 6, stated that ais office does 
not believe that me fuge and deposit 
disciosures are in the vest interest of the 
public.” 

The commissioner in May asked na- 
tional banks to supply her office volun- 
tarily with the same data that state- 
chart¢red institutions would be required 
to assemble. 

Originally, she asked financial insti-} 
tutions to provide data on where they, 
Obtained deposits and made loans by} 
census tract in cities with populations 
of more than 75,000. For other towns 
in the Boston Standard Metropolitan Sta- 
tistical Area, the data could be by zip 

Twenty-six savings and cooperative 
banks filed suit in June to stop the com- 
missioner from enforcing the disclosure 
requirements. The suit was settled out} 
of court with the banks agreeing to sup-' 
ply the information and the commis- 
sioner requiring data by zip code in 
fewer areas. 

Mrs. Greenwald, who learned about 
Mr. Paterson’s letter Wednesday from 
one of the banks that pianned to comply 
with her request has charged that “the 
Comptrolier of the Currency has sought 
to undermine the willingness of nationai 
banks to cooperate with the state bank- 
ing commissioner.” 

She made the charge in correspondence 
with Mr. Paterson, Comptroiler of the 
Currency James E. Smith, Sens. William 
Proxmire, D., Wis.; Edward Kennedy, 
D., Mass.; Edward W. Brooke, R., Mass., 
and other Massachusetts legislators. 

Writing to Mr. Smith, Mrs. Greenwald: 
also said she was “shocked that you! 
would send this letter and that you/| 
would send it without even telling the| 
banking commissioner of this state. That 
I should have to learn about this from| 
a friendly national bank is inexcusable,” 
she declared. 

In a telephone interview Thursday, 
Mr. Paterson denied that his letter to 
area natioual banks ‘was intended to; 
prohibit such disclosures. He asserted 
that the banks are free to do as they 
like in the matter. 

But Mrs. Greenwald cites the fact that 
the two banks now feel they cannot vol- 
untarily supply the data as evidence that 
the letter was interpreted as a directive. | 


Warren E. Berg, senior vice president, | 
corporate relations for Shawmut, con- 
firmed that the bank decided not to go 
through with its plans to furnish the 
commissioner with the data in view of; 
the Comptroller's letter. 

The matter is under advisement, he 
said. “If the letter was not a directive, 


| we wish the Comptroller would make 
| that clear,” Mr. Berg added. - 


The $1 billion-deposit New England 
Merchants National Bank here Thursday 
toid the commissioner in a letter that 
it did not feel it would be proper to 
release the data she had requested 
banks to supply by Friday. 

According to Roderick M. Mac- 
Dougall, president of New England 
Merchants, most of the data had been 
compiled, but no decision had been made 
on when or if it would release the in- 
formation. 

“The Regional Comptrolier’s letter, he 
said, “gave us a good reason to wait 
and see what Congress wants to do 
about national banks. The issue is not 
dead and banks are likely to be revealing 
more information in this area.” 

Mr. MacDougall said New England 
Merchants NB is concerned not so much 
with having to supply data, but with 
the possibility of having to furnish it in 
different formats st considerable ex- 
pense for state and Federal regulators. 

A spcaesman for the .9 billion- 
deposit First Nations! Bank of Boston 
declined comment on whether it would 
furnish the information Mrs. Greenwald 
requested or if it was one of the 
that reversed its decision. : 

Mrs. Greenwaki declared that any 
financial institution, receiving the advice 
comained in Mr. Patersca’s letter from 
éts primary regulator would understand 
that it meant it should not disclose the 
information. © 

She observed that a bank regulator’s 
reference to the public interest often 
means “I don't want you to do it.” 

The regulator's message, she con- 
tinued, is “God help you, if you do be- 
cause I examine your books and loans 
can be read in many ways!” 


Greenwald that they cannot com- 


| ply with her request for data on 
deposits and loans because the 
Comptroller of the Currency’s re- 
| gional office has advised them such 
| disclosures “are not in the best 
| interest of the public.” 

| American Banker learned independ- 
; ently thet the $1.2 billion-deposit Shaw- 
mut Bank of Boston NA was one of 
|the two banks that were willing to 
| cooperate with the commiss‘oner in a 
| study to determine whether redlining 
exists in Massachusetts urtil they re- 
| ceived a letter from Charle: H. Paterson, 
regional administrator oi uational banks. 
Mrs. Greenwald, upon inquiry, confirmed 
| that Shawmut was one of the institu- 
tions, but declined to give the identity 
| of the other one. 

The letter, sent to chief executive 
Po (Continued on page 16) 
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Tn his letter, Mr. Paterson also com- 
mented that ‘furthermore, we do not be- 
Heve it would be fair for this office to 
impose disclosure on national banks’ in 
zhe Boston area which the Comptroller's 
office would net impose on national 
banks in other areas.” 

In the case of national banks, the com- 
missioner pointed out that requiring dis- 
closure was never an issue, since she 
does not regulate those institiitions. 

Mrs. Greenwsid informed Mr. Smith} 
an June that she was seeking the voopera- 
tion of national banks in a study her) 
office was undertaking and asked for his! 
support. 

The substance of the Comptroller's re- 
ply, Mrs. Greenwald said, was “that he 


did not believe in this type of disclosure 
for reasons mentioned in his testimony. 
before » .%«ommiitee of the House 
Banking, Cur:ency and Housing Com- 
mittee. 

Testifying before the financi] in::*: 
tutions subcommittee on July 17, eve 
Smith said proposed Federal legislation 
that would require disclosure of deposits 
and mortgages would create an unreal- 
istic impression with the public that 
there was “an absolute geographic cor- 
relation between receipt of deposits and 
placement of Iwan proceeds.” | 

He also opposed such disclosure on the| 
ground that savings derosits and mort- | 
gage lending are separate distinct serv-' 
ices, 


‘MASS. THRIFTS PLANNING 
SUIT OVER REDLINING, ¢/2.; 


COMMISSIONER STANDS FIRM 


a By PATRICIA JORDAN: - - 
BOSTON..— More than 30 Massa- 
setts savings banks and cooperativé 

including five of the states 
largest thrift institutions, Wednesday, 
formally called on. the. Commissio: 
jot Banks “to. withdraw her red 
; Tegulations”. by -Friday or face .c: 
action. Uti ne ee | 
In a letter to-Commissioner Caro! 8.| 
Greenwald, the banks charged tlie regu- 


lations, which would require banks to 
disclose where they ‘obtained deposits 
and make home loans by census = 


or zip code,-violate the obligations banks) 
Pci to thé¢ir depositors under state 

Asserting that “the intent of the di- 
rective is to force banks to use their} 
depositors’. funds in high risk loans,” 
the banks declared “this is fundamentally 
‘at variance with the safe investment 
funds entrusted to us by our depositors,” 

Commissioner Greenwald, who was in- 
formed at the Savings Banks Association 
,of Massachusetts annual meeting here. 
; Tuesday evening that.a group’ of banks 
| ¢(Contimued-on page 8): - 


_ (Continued from page 1) 


therough, tough regulati 
do the job they were intended to 


to provide home 

aancing in urban areas if she would, 

ithdraw the disclosure regulation. “He 

leoked at me, and I said, ‘no way’ and 
that is how. it is.” ; . ; 


areas. = 
Mrs. Greenwald also confirmed that a: 
number of bankers have written te Gov.. 
Dukakis about the tion. He has: 
replied that he is “always 
er,” 1 
of the letter included the’ 
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| The banks’ letter also noted that leg- 
‘fslation on the disclosure issue is pend- 
ing both in the state and in Washing- 
ton and said “unilateral actions by the 
Commissioner preempts the considera- 
tion given to these matters by Jegisla- 
tors.” |. : 

In her remarks Tuesday evening, Mrs. 
Greenwald to!d the savings bankers they 
were in“a “no win position” regardless 
of the outcome of any court action they 
might take. “If you lose, it will be very 

\| bad publicity, she observed. 
“and if. you win, the public will think 
have something to hide.” She also 
chitin x demand for leg- 
islation by consumers. | : 

Mrs. Greenwald's address, which also 
covered her views on equal opportunity 
for women in banks criteria for approv- |; 
ing branches and ers, was received 
with warm applause and John McP. 
Collins, association president, told the 
| Commissioner “‘you batted 500 and that’s | 
; about what we expected.” 

A nearly identical speech by the Com- 
miszioner three weeks ba ek. pisces hos- 

jum! of delegates 
Massachusetts J ankers 


manage- 
| ment seminar in Hyannis. Asked by a 
| reporter whether Massachusetts savings 
| bankers were more polite than the, 
states’ commercial bankers, Mrs. Green-! 
wald said, “I (hink they were more pre-: 


charged 
issue.” Bankers, she maintained, by “so: 
'|}much avoidance of the issue have con-; 
4 vinced the public you have something to| 
| hide.” sj She 

But the public demand for disclosure is 
now so strong, she continued, that 
“whether you do or not is irrelevant.” 

The Commissioner assured the bankers 
that she was opposed to credit allocation 
and supported a free capital market 
system. “I want the financial community’ 
to know that I know-there need not be 
any close relationship between deposits 
from a given area and mortgages made 
in that area and that citizens of the 
Commonwealth are best served by a free 
| capital market which allows financial 
intermediaries to be intermediaries be- 
‘tween areas.” 
| According to oe Ce 
cost of providing the deposit a: joan 
data will not be a burden to any insti- 
j tution. She dismissed estimates "| 
closure would cost the state’s banks a 
total of $1 million as a “red herring 
figure.” She said she- investigated the 
costs invelved prior to issuing the regu-} 
lation and any institution required to 
report coud afford to do so. 

Mr. Collins, who also is president of 
the $417.2 million-deposit Springfield 
Institution for Savings, said that the 
* Commissioner was “misjudging depositor 
\power* and approaching the redlining 
issue with a philosophy solely on the: 
side of the borrower. “We do not dis- 
agree that the problem of proving hous- 
ing in inner cities has to be attacked. 
ee Te a 

Elaborating in a summary as-| 
sociation’s activities during the . last | 


OR 


‘| 


{ 
i 
i 


| 


! 
p 


2217 


Red Wwinra 


year, Mr. Collins stated that “the world 
of savings banking today is character- 
ized by an environment which has & 
near obsession with the problem of bor- 
rowers and little concern, if any, for the 
problems of depositors.” 

While “there are undoubtedly many 
properties in urban areas which do net 
meet the standards applied by boards of 
investment of savings banks and thus 
do not qualify for mortgage loans,” Mr. 
Collins continued, “that is net because 
banks have drawn red lines areund urban 
neighborhoods. 

“Jt is rather because banks have to 
apply conservative mortgage policies on 
all applications for Joans. Banks Go this 
to protect their depositors.” 

Noting that many banks have already 
made Joans in urban areas under special 
Pp that would not qualify under 
normal lending procedures, Mr. Collins 
declared “banke have thus gone as far 
as they can, consistent with protection 
of their depositors.” : 

Mr. Collins charged that the gee- 
graphic reporting requirements could 
not be viewed as simply a request for 
information but were “part of an effort 
ta blame the banks for a complex social 

roblem not of the banks’ making,” ad- 
ding that “the risks involved in urban 
area lending shall not be put exclusively 
on the shoulders af savings 
itors. 

“Rather, government should devise 

which spreads these risks 
itutions and individuals in’ 


information.” 
Additionally, he said, administrative 
{imposition of a solution was improper 
| when legislative bodies were considering 
the issue. : = 
In conclusion, Mr. Collins asserted that 
“St ig becoming increasingly clear that 
|banks alone are not a lobbying force 
which can offset borrower-oriented 
groups in the era of consumerism. Thus,” 
he said, “if some semblance of balance 
is to be returned to the regulatory and 
legislative attitude towards depositors 
and borrowers, depositors must become 
more active as & consumer eer | 
force.” aoa eee ERE 
i However, he warned that depositors, 
too, “will have demands that we will 
not agree with, such as for the removal 
of Regulation Q.” This is the Federal 
jregulation setting interest rates paid te 
depositors. = zs 


' 


Commissioner Greenwald told the sav- 
ings bankere she asked Gov. Dukakis te 
Gelay introduction of proposed Fair 
Plan legislation because ehe felt more 
time was needed to work out a pro- 
gram bankers could support. “It is ner-, 

fectly clear I need your help in design- 
iing @ program that will provide the 
bankable loans I believe are out there 
but will not lose your money.” She said 
noe batecsasd ask os to work with her 

: er to develop a plan that 
IS submitted “ the legislature in 

Originally, the Commissioner 

“, is oa 
pesed “an assigned risk pool for peaka 
gare bo redjined areas as was done in 
sae for insurance in redlined 

Membership in the Massach | 
usetis 

mortgage agency would have been man-| 
Gatory for ali financial institutions, which, 
would be assessed up to a certain propor-| 
on of eir profits to make up the in-{ 
surance rund. However, annua) contribu- 
ipleges te exceed 2.5% of the capi- 
surplus accounts partici- 

pating institutions. : mona 5 { 
The Commissioner supported state-} 


; Wide branching but said she was willing | 


to accept any liberalization of th : 
je statute 
tice. the —s quo, Financial 
curren + can: 
acroce county tbiag ly not branch 
ically, she described her vi 
Uberal on new branches dbu* amavaen 
on mergers. Commercial banks, she de- 
clared, are expanding in “the worst pos- 
sible manner as far as the public is con- 
cerned by buying their competitors.” 
—_ = a ~~ eee 


FN Boston, Shawmut 
Agree to Request 
For Redlining Data 


| 
Special 10 the American Banker H 


BOSTON.—The $5.9 billion-de-| 
posit First National Bank of Bos-' 
ton and the $1.2 billion-deposit 
Shawmut Bank of Boston NA, said 
Friday that they would submit 
information on the locations of 
their deposits and mortgages re- 
quested by Massachusetts Commis- 
sioner of Banks Carol S. Greenwald 
for a study to determine whether 


redlining exists in the state. 

The announcements by the state’s first 
and second largest banks followed by 
one day the sharp criticism leveled by 
Mrs. Greenwald at the Comptroller of 
the Currency's regional office for advis- 
ing national banks that disclosing this, 


(Continued on page 16) 
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Request for Data 


(Continued from page 1) | 


type of information is not in the public | 
interest. 


A spokesman for First of Boston said 
bank officials had been in contact with} 
Charles H. Patterson, regional adminis- | 
trator of national banks. He said they | 
were tola by Mr. Patterson that his! 
advisory, contained in an Aug. 6 letter. 
was not a directive and not meant to! 
inhibit national bank cooperation with} 
the anti-redlining survey. 

Mr. Patterson said Friday that he 
had sent a letter Thursday to chief ex- 
ecutive officers of nationel banks in the 
Boston area advising them that his 
earlier letter “wag not intended to pro- 
hibit national banks from cocperating in 
Cominissioner Greenwald's Survey of de- 
posits and mortgage loans.” He also said 


that he had talked with Mrs. Green- 
wald. 


+ that the bank’s deposits and mortgage 


& 
Raw ac oud ek uw 
Seplemicer 


This requirement was later modified/ 
somewhat and banks and thrifts are 
not allowed to submit poet iiyg od 

rimaril postal zip c area. e 
sadacatind soe in connection with the 
out-of-court settlement of a lawsuit over 
the requirements brought by 26 savings 
banks and cooperative banks. 

The First of Boston spokesman said 
that the bank’s desposit and loan 
information was broken down by zip) 
code only, “since we do not have it 
available in any other form. He added 


loans are both mainly commercial! in 
nature. 

“Our lending to the housing industry 
is largely confined to short-term 
construction mortgage loans to de- 
velopers of multifamily projects,” he 
said. “This is commensurate with the 
nature of our deposits, which are heavily 
weighted toward the commercial mar- 
‘ket.” 

He pointed out that the bank’s direct 


one-to-four-family mortgage ‘oans 
totaled about $8.5 million, compared with 
a total domestic loan portfolio of 
approximately $3 billion. 


Edward Flynn, deputy commissione: 
of banks, termed the action by First of 
Boston a significant move and said that) 
the commissioner’s office had been in-| 
formed of the regional administrator's 
letter. Mrs Greenwald did not learn of 
the earlier ietter until last Wednesday 
and peinted out that she had only heard 
of tt from a “friendly national bank.” 


A spokesman for Shawmut said that 
the bank’s officers, who had expressed 
some concern over the meaning of Mr. 
Patterson's letter, were now willing to 
take a more positive stand. “I have 
only one statement.” he said. “We will 
submit the information.” 

A spokesman for the $1 billion-de- | 
posit New England Merchazt’s National! 
Bank, Boston, the state’s fourth largest 
bank, said bank officials had not received 
the regional administrator’s second letter 
and would not make a decision until they 
had seen it. The bank said in a letter 
to Mrs. Greenwald that it did not feel it 
would be proper to release the deposit 
and mortgage loan information. 

Earlier this surnmer, Comptroller of 
the Currency James E. Smith said he 
felt that public disclosure of the location 
of Geposits and mortgage loans might 
not be proper. 

In May, Mrs. Grecnwald asked banks 
to supply her office voluntarily with the 
same data that state-chartered institu- 
tions were being required to assemble. 
Originally, she had asked for the infor- 
mation by census tract in cities with 
populations over 75,000. 
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By co Watt STREET Jo 7RNAL Staff Reporter 

WASHINGTON — The Senate passed a 
heavily lobbied bill requiring federally char- 
tered savings institutions in urban areas to 
disclose the general neighborhoods where 
they make mortgage loans. 


Approved by a vote of 45 to 37, the mea- 
sure is intended to expose instances of ‘‘red- 
lining.’’ Savings institutions are accused of 
this practice if they refuse to put mortgage 
money into older, decaying sections of a city 
and instead concentrate loans in better-risk 
suburban areas. — 


There’s sharp disagreement about how 
much redlining actually goes on, and thus 
sharp disagreement about the need for the 
neighborhood disclosure requirement. In- 
ner-city neighborhood organizations think 
disclosure will help them pressure banks 
and savings and loan associations into mak- 
ing more loans in their areas, under threat 
of withdrawal of money by depositors who 
live there. : 


The Senate-passed bill goes to the House, 
where a banking subcommittee has been 
holding hearings on the matter. s 

Banks and savings and loan «ssociations 
conducted a heavy letter-writing campaign 
against the pill, complaining it would re- 
quire costly bookkeeping and possibly sub- 
ject them to local pressures to make risky 
loans. Big-city mayors, the AFL-CIO and 
civil-rights groups pushed hard for the bill. 

The legislation would apply to federally 
chartéred commercial banks, mutual sav- 

_ings banks, savings and loan associations 
and credit unions in place& already desig- 
nated by the government as Standard Met- 
ropolitan Statistical Areas. There are 260 of 
these areas, encompassing all of the na- 
tion’s population concentrations. 

The bill's opponents swung their main 
strength behind—a propesal to restrict 
sharply the disclosure requirement’s geo- 
graphical scope, and they nearly won. Spon- 
sored by Sen. Jake Garn (R., Utah), the 
proposal would have empowered the Fed- 
eral Reserve Board to choose 27 metropoli- 
tan areas where savings institutions would 
be required to disclose loan locations in a 

‘ three-year pilot study. This was narrowly 

' defeated, 41 to 40. 

Chairman William Proxmire (D., Wis.} 
of the Senate Banking Committee, the bill’s 
main sponsor, was defeated on another 
point sharply contested by the savings insti- 
tutions. As originally drafted, the bill would 

_ have required savings institutions to break 
, down their neighborhood lists of loans by 
census tracts, which in some places cover 
just a few city blocks. The bill's opponents 


postal zip-code areas instead. The Senate 
amended the bill to adopt this idea. 


ment would be in effect for three years un- 
less extended by further action of Congress. ! 


California S&Ls Decry Plan a 


A WALL Street JournaL News Roundup 

Most California savings and loan associa- 
tions are denouncing proposed new regula- 
tions by state authorities that would se- 
verely curtail redlining. Court action| 
against the regulaion is possible ‘‘as a last 
resort,’ S&L officials say. 

The California Business and Transporta- 
tion Agency, which has considerable overall 
regulatory authority over state-chartered 
S&Ls, promulgated the proposed regulations 
last week. They are to take effect Jan. 1| 
after a 60-day ‘‘comment period.” ire 

The affected associations include the na- 
tion’s biggest mortgage lenders. 

(Massachusetts last month began to re-; 
quire all state-chartered banks to disclose ‘ 
their mortgage commitments by zip codes 
in most af the state and by census tracts in 
Boston, California has proposed dislcoure 
there by census tracts.) 


In addition to strict disclosure require- 
ments and creation of regional boards to re- 
view loan rejections, the proposed regula- 
tions include a controversial injunction that 
would ban denial of loans on a geographical 
basis. 

“I feel like Alice in Wonderland: The 
whole world’s upside down,’”’ says one S&L 
executive. ‘“You’re weaned on good business 
judgment in this, industry, and suddenly 
you're told you've been dead wrong all 
along because you ¢onsider the location of a 
property as well as the applicant. It doesn’t 
make sense." ‘ 

Richard Deih!, president of the nation’s 
biggest S&L, Home Savings & Loan, says: 
“It isn't a God-given right to borrow money. 
Lendin. wd borrowing are done on a busi-j 
ness basis. If you concentrate on the social 
issue and ignore the business end, both suf- 
fer in the long run.” 

The California Savings and Loan League, 
an S&L trade group, declared that ‘‘no stat- 
utory authority (exists) for the administra- 
tive action proposed in these regulations,” 
hinting strongly that S&La may plead their 
case in the courts if necessary. 

Donald Burns, head of the agency that 
promulgated the regulations, replied: “This 
charge (of insufficient authority) was antici-|- 
pated. It is a scattergun charge. If they 
would make specific challenges, I would be 
happy to reply point by point. There is no| 
doubt that we do indeéd have the author- 
ity.” | 

Burns said 
prevail’’ to 


he hopes, 

void 
the regulations 
sit 


were 
to down 
comment pe- 


during the 
| 
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Californix to Crack Down on ‘Redlining’ o 


With Tough R les tor M ortgage Lealees 


By RON Cooper 

Staff Reporter of THE WALL STREET JOURNAL 

California regulators are ready to un- 
leash, possidly today, tough new rules that} 
seem certain to sharply curtail a wice-! 
Spreac type of discrimination in mortgage! 
lending. The California regulations may set} 
a nationwide pattern. \ 


The particular form of lending discrimi. 
nation involved is the common practice by 
mortgage lenders, in California and else- 
Where, of automatically denving loans ap- 
Plied for on property in “‘high-risk’’ areas— 
most often those with considerable unem- 
ployment and high crime rates and a his- 
tory of property damage and decay. 

Consumer groups and other critics call 
the practice ‘‘redlining.”” accusing lenders 
of drawing lines on maps around the af-| 
fected areas and denying loans on any prop-| 
erties within them—regardless of the cred-| 
{t-worthiness of individual loan applicants. 

The new regulations are being imposed | , 
by the California Business and Transporta- 
tion Agency 
responsibility for state-chartered savings | 
and loan associations. They are scheduled to 
take effect next Jan. 1, after a 60-day eani 
ment period,” when interested parties can’ 
challenge or support the measures. It isn't 
expected, however, that the regulators will 
change them substantially, regardless of 
what opposition the lenders may ralse. 

Key Provisions 

Key elements of the new regulations re- 
quire: 

~-Public disclosure monthly, by census 
tract, of the number and total dollar amount 
of savings deposits and mortgage loans 
made by each affected S&L and each 
branch of it. 


— Establishment of six boards of inquiry, 
with the power to subpoena S&L officials, in 
the biggest metropolitan areas of the state. 
The boards would review complaints of red- 
lining by any rejected loan applicant, and: 
also would review complaints on loans that} 
were granted, but only on those with “un- 
reasonable conditions." 


-—Announced public hearings on applica- 
tions for new branches from affected S&Ls, | 
and written statements from them indicat-' 
ing how their planned operations in the new 
branch would affect mortgage-deficient 
areus 

—Written notice within three weeks, 
upon the request of any loan applicant 
turned down by an S&L, explaining in detail 
why the application was rejected, who re- 
jected it and how the applicant may appeal 
the decision. 

The promulgator of these regulations, the 
Business and Transportation Agency, has 
considerable power over state-chartered 
S&Ls in California. It is the controlling body 
of the’ state Department of Savings and 
Loan, which in turn can review and possibly 
revoke the original California charter of 
S&Ls. It alse passes on applications from 
them to open new branches. Thus, art asso- 
ciation thet lags in lending within mort- 
gage-deficient areas, and then asks to open! 
a branch serving a prime low-risk area, 
could be denied permission. 


which has overall regulatory 


“Traee the Flew of Money” 

Says Liwellyn Werner, assistant secre- 
tary of the agency: ‘We will . . . be able to 
trace the flow of money as it goes in and out 
of any particular branch of any institution, 
and determine whether deposits in economi- 
cally strangted tnner-city areas are being 
used to finance homes in the suburbs." 

Donald Burns, head of the agency. adds: 
“we're asking for a commitment of dollars, 
not glittering press releases..We won't ex- 
actly require a certified check—but we will 
be asking the S&Ls to share the risk in fund- 
ing necessary loans to mortgage-starved 
communities.” 

The new regulations directly apply only 
to California-chartered savings and loans, 
net to federally chartered S&Ls or any 
banks. But the associations affected incluae! 
some of the biggest mortgage lenders in the’ 
state and nation: Collectively, they account 
for about 70% of roughly $52-Dillion in total 
assets of al} aor aces, taderal taste state, 

. in California. .- 


Beyond that, the measures ‘taken in Cali- 
fornia could well touch off regulatory crack- 
downs elsewhere. And these could curtail 
redlining by banks and S&Ls chartered in 
other states, and by the federally chartered 
associations and major national banks. 


Consumer groups in Boston, Chicago, De- 
troit and other major cities have already 
mounted a major assault on redlining in 
their areas, and the new California rules 
will give them a precedent. A bill currently 
is pending in the U.S. Senate requiring lend- 
ing .institutions in urban areas to disclose 
where their home loans go. And the office of 
‘the U.S. Comptroller of the Currency, regu- 
lator for national banks, has been keenly in- 
terested in the California regulations. 

Although conceding that redlining ‘‘does 
exist and has existed for some time,” C. 
Westbrook Murphy, chief counsel for the 
Comptroller, believes that the process of 
throwing a regulatory net over the whole 
mortgage-lending industry will be difficult. 

“Lending insitutions could not only say, 
but prove, that there are valid economic 
reasons for not making particular loans in 
particular areas," Mr. Murphy says. 
“We're dealing with a problem that, so far, 
no one has answers to. But if the California 
Tegulations prove viable, it's fairly certain 


\ 


* that they will be followed by other states 


and, perhaps, the federal government.” 
It prior hearings held in California are 
“any indication, state S&Ls will argue 
strongly against the new California mea- 
sures and consumer groups will support 
them with equal vigor. The S&Ls have been 
maintaining they are merely exercising 
2, Sound business judgment 4b} considering not 
‘vonly the applicant but the area in which he 
< (wants to buy property. 
‘\Herbert Young, president of Gibraltar 
Savings & Loan, said in hearings that ‘our 


depositors expect us to be prudent when in- 
vesting their money,” and that it was unfair 
to expect one segment of society (the S&L 
industry) “to take inordinate risks when the} 
problem is a social one and the solution 
should be one of partnership with govern- 
ment and other conventional lenders."’ 


William Popejoy, president of American 
‘Savings & Loan, the nation’s third largest, 
said that %% of that association's fore- 
‘closed properties were in lower-income: 
‘areas of California. American ‘‘didn’t have} 
{charity in mind” when making those loans 
jhe said. é 
| In some areas, redlining has spawned a 
|controversial tactic known as ‘‘greenlining.”” 
‘Citizens’ groups bent on greenlining use 
‘members’ S&L deposits as leverage to force 
‘the association to make more loans within a 
given area. Deposits may be withdrawn 
from S&Ls that don't cooperate, or placed in 
associations that do. 

Issue of Racism _ 

Most redlined areas are heavily popu- 
lated by minorities, and this has led to 
charges that the S&Ls are practicing eco- 
nomic racism. They deny it. 

“There aren't any racial overtones in the 
jloan decision,’ says Richard Deihl, presi- 
| dent of the nation's biggest S&L, Home Sav- 
)ings & Loan. ‘‘Unfortunately, there is a rela- 
tionship between high unemployment and 
less stability and income, and minority 
areas. But S&Ls didn’t create that.” (Home 
Savings recently agreed to make some! 
funds available for lending in mortgage-| 
starved areas of south central Los Angeles 
threugh a black-owned S&L operating there, 
land in another deprived area in San Fran- 
| cisco through a small S&L opeiated by Mex- 
[*Many erties 


Many critics agree that redlining isn’t 
pose racism. “If people were purple, they’d 
be turned down in redlined areas,’’ says 
\cary Lowe, an attorney for the Community 
Information Project, a Los Angeles organi- 
' zation that was instrumental in securing the 
;agreement between Home and the black 
‘S&L. 
| But Jim Lowery, head of another Los An- 
,geles-based consumer group fighting redlin- 
jing, doesn’t agree that the lenders haven't 
‘had a role in creating the depressed areas 
|they currently proscribe. “The lenders say 
jthese places are high-risk and refuse to 
make loans there. That is simply a self-ful- 
filling prophecy. Once a financial institution 
| decides that an area is likely to become 
jrun-down, it will become run-down,” he 
says. x | 
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Calif. Issues Tough S&L Redlinihg Rules; 
Similar Plan Being Studied for State Banks 


Ky GEOFF BROUILLETTR : | 


LOS ANGELES.—Tough anti-redlining regu- 
‘lations requiring California Savings and loan asso- 
ciations to disclose loans and deposits by census 
' tract and prohibiting them from using geography as 
a basis for denying mortgage loans were announced 
here Tuesday by Donald F. Burns, Secretary of Bus- 
iness and Transportation, who called the new rules 
“the most demanding in the nation.” 
Mr. Burns said he is studying the feasibility of 


a similar set of regulations for state-chartered 


banks and will announce his decision before the end - 


of this year, 


The regulations, to take effect on January 1, 
1976, were accompanied by a legislative proposa! to 
ccna chan sade septeia 


set up mandatory mortgage credit allocation Proce-: 
dures and empower boards of inquiry to allocate 
high-risk loans to pool members. 

* Copies of the anti-redlining | pesos, 9 have been 
sent to Federal banking and S& regulators, alon 
with letters urging them to adopt similar programs, 
Mr. Burns said. The Federal regulators have shown 
“more than casual interest,” said Llewellyn Werner 
assistant secretary. 

The new rerditions will: 
© Require that all state-chartered S&Ls make 
public by census tract the total number in dollar 
amounts of home Joans made and savings deposits 
(Continued on page 10) 
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| ~ Tough Anti-Reclining Rules Proposed in California 
| {Continued trom page 1) ie a 
‘ recelved. The disclosures are to be made! 
,on both a monthly and yearly basis end 
_ the associations must keep the data 
j available for inspection by the public for 
& period Of two years. 
© Prohibit an S&L from denying a 
jloan because the S&L makes a poor, 
; ®ssessment of the neighborhood in which’ 
;the proposed purchase ts located. 
| © Establish six boards of inquiry, one) 
in each of the six largest metropolitan’ 
;/@reas of the state, which will be em-| 
Powered to review the lending Pro-; 
cedures and practices of S&Ls and to’ 
hear complaints about alleged S&L, red-} 
lining practices. - : j 
© Create new requirements for branch- 
1 ing, chartering and mer, of associa-' 
‘| tions, includiag the filling of a neigh-| 
| borhood impact statement und an affirm-! 
ative marketing plan. ! 
© Require S&Ls to disclose te each 
applicant for a mortgage loan that he 
jj has a right to file a written application | 
to which a written response from the 
association must be given with 21 days. 
© Require S&Ls to provide written 
| Rotice to each applicant stating the pro- 
jon to follow for reconsideration of 
an application for a loan or referral tol 
& board of inquiry. : 


by two months hea: 
on rediiping. candurted hv. Mr, 


Savings institutions’ swsets, would co- 
Operate with the program. 


Although the regulations will be sub- 
ject to a G0-day cominentary period, Mr. 
Burns implied that changes were unlikely; 
to be made. ! 

He defended the S&Ls against charges. 
they had been deliberately engaging in! 
racist practices, but said the anti-redlin- 
ing program was “an idea whose time 
had come about 10 years ago.” 

‘| In‘answer to a question about the ad- 
visability of forcing S&Ls to make high- 
risk loans, Mr. Burns declared that Jend- 
is essentially a matter of taking 

ke. 


“We are simply saying that when they 
jtake a risk, it should be a risk with a 
sourd eocial value,” he said. “We are 

mot asking them to do more than a 
' socially enlightened company should want 
1, to do.” : 

Mr. Burns also defended the program 
against charges of “creating another 
bureaucracy” by asserting that the issue 
of redlining involved “a denial of funda- 
mental human rights,” 


; _ Mr. Burns said letters had been sent to 
‘Garth Marston, acting chairman of the 
\ Federal Home Loan Bank Board; James 
E. Smith, Comptrolier of the Currency; 
Victor Indiek, president of the Fedaral 
Home Loan Mortgage Corp.; Oakley 
Hunter, chairman and president of the 
Federal National Morigage Association, 
and Richard L. Roudebush, administra- 
tor of the Veterans Administration. 


The letters cal! upon the Federal agen- 
_ cles to “take affirmative action, to com- 
i Ply with the intent and spirit of the 
j California program and regulation. 
“Without the cooperation of the Fed- 
eral arm of government,” Mr. Burns 
said, “those institutions which do not fall 
directly under our jurisdiction — princi- 
pally Federally chartered savings and 
loans — will be left untouched by these 
reforms. I await what I hope to be a 
; favorable and meaningful response" 


Mr. Werner, who has been responsibie 
| for heading the anti-redlining activities 
| of the state agency, admitted there had 
Leen informal conversations with the 
Federal regulators, but declined to com- 
ment on their reaction to the California 

j Program other than to say that they had 
shown strong Interest. = 


i eamesenee re o= 

Savings and Joan association wilnesses 
stestifying did not deny that they made 
| fewer loans in inner-city neighburhouds 
‘or that the location of @ property in- 
' fluenced their Joan decisions. Although 
they denied redlining, they asserted that 

eeeny 


. Muerte Cee hays WEED Dace ets creme, 
practical considerations made it impos-' 
\ sible for them to unilatcrally increase 
lending te areas of declining property, 
' values. 
Me. Burns said letters have been sent 
to the presidents of al! California state- 
I chartered banks requiring them to com- 
pile for the superintendent of banks 
quarterly reports of the number and 
volume of mortgage loans made or 
‘| denied by census tracts for the past 
eight quarters. : 
“After carefully studying the results 
of this study, if in the opinion of the 
superintendent of banks and myself 
similar lending practices are being 
jj affected by state-chartered banks,” Mr, 
Burns said, “I will propose similar regu- 
|| Jattons for the banks to bring them into 
compliance wilh requirements being 
made upon savings and loans.” : 


The accompanying legislative pro- 
gram, atill being drafted, would give 
strong additional powers te the bo 
of inquiry set up by the regulations. 


The legislation would permit a board 
of inquiry, upon finding that a loan has, 
been improperly denied or granted on’ 
terms less favorable than usual, set the 
terms on which the loans should be made: 
and allocated to an S&L chosen at ran- 
dem from a lst of all state-chartered 
S&Le. Larger essociations would be al- 
located a proportionately larger num- 
ber ef loans. An S&L, voluntarily mak- 
ing loans in areas which have been red- 
lined would be required to make fewer 
of the mandatory allocated loans, , 

Because the loans will be allocated ‘to’ 
all S&Ls, the “purported risks which the’ 

; associations believe exist will be spread: 
‘throughout the industry’ Mr. Bums 
sald. . 5, ‘ 
I’ “Such a shared risk concept is not 
jnew,.” he continued. “In addition, the 
jj state will insure each loan to 20%, with; 
}, an insurance fund established by an ap-' 
propriation from the state's general fund| 
| 


to be later maintained by assessment on 
sasociations.” 1 

In addition to the state-chartered S&Ls 
and banks, Mr. Burns said he was study- 
ing administrative and legislative pro- 
posals affecting insurance companies, 
mortgage brokerage firms and ‘real 
estate agents “who may also have a role 
in the practice of redlining.” 

Mer, urns called upon Shia te join to- 
gether voluntarily and form a joint un- 
derwriting association which would pro- 
vide a pool of morigage credit for 
rediined areas. 

“Such an action would refiect what I 

; believe ts be = sincere willingness on the 
part of the industry to help eliminate the 
effects of redlining,” he snid. 

Mr. Burns told newsmen at a press’ 
confefence here that he anticipated that} 

1 state-chartered S&L, which 
Nitwo thirds of California’s $34 billion in: 
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alifornia Proposes: 
To Stop ‘Redlining= 
Tentative Regulations Would Forbid 


State Mortgage Institutions From 
Rejecting ‘Ghetto’ Applicants 


LULL RELL 


By ROBERT LINDSEY 


Special to The Kew You Times ~ po 


LOS ANGELES, Aug. 26—The not take such actions on ther 
State of California issued tenta-ewn, Donald E. Burns, the 
tive new regulations today for- state’s secretary of business 
‘bidding state-chartered savings @nd transportation, said they 
jand loan associat nd loan asso-jcould expect legislation man- 
‘ciations from rejecting home- Gating them to do so, apparent 
jloan applications merely bde-!ly under a plan roughly similar 
‘cause the mortgaged home fo the “assigned risk” concept 
would be in a ghetto or “declin- in automobile insurance. fa 
ing” neighborhood. “Redlining” is a term useQ 

The proposed regulations'to describe a practice of some 
would impose the nation’s stif- I2nders to deny home-loan ap: 
fest controls yet over so-called plications within specified 
“reclining” by mortgage insti- areas—marked on a map with 
tutions, and represent cne ofja red line—because of deteriorm 
-utions, and represent one of ation, high unemploymenf 
jthe biggest nsurptions yet byjcrime and other factors that 
j® governmental agency of the give the area a poor econonijE 
tradit.onal prerogatives of Jend-/outlook and make, they believe; 
ing institutions in determining.bad credit risks. Critics hay 
to whom they extend credit /asserted that many Jenders reo 

Some consumer organiza-!fuse to finance homes in such 
tions, which have accused len- neighborhoods even wher 
din institutions of accelerating ‘potential home buyers—largely 
the deterioration of poor com-|blacks and Mexican-Americans 
munities by refusing to grant_—have a down payment an§ 
home Joans in such areas, hope|the earning power. to support 
to make the California regula-'g mortgage. od 
tions a model for other ne “Unless this practice js mat 

Voluntary Pool Sought | age Sao and reversey, 
i our neighborhoods will com 
prepare ty made ny nue tov deienorate, the come 
Bee rate will continue to climb, 
also urged the savings and loan land more and ti 
industry to establish voluntari-i0f" our coiseninition alt pa 
ly a “joint underwriting asso- tinue to assume the char te 
ciation” with a pool of money) o¢ F rola 
for loans in poor neighbor- | Burs Pegg depen pov 
hoods. pap adnate i 
If California institutions do!Contirued on Page 33, Column & 


‘and he said that California; 


- a$ a basis for determining whe-} 
rite Sey, Siesta tee Tew Teme is not our intention to make 


“+ Ginstituions must report 


CaliforniaProposestoEnd 
Loan Company ‘Redlining’ 


Continued From Page 47 — mortgages improperly 
; ; Before a Lranch office of 
fegulations at a news conferlan association may be closed 
ere Snare duidcine spules or moved, the association must 
would be put into force on complete Ste eoengoe. ins 
Jan. 1, although he held out ers birt FE ape. Moa 
the possibility there might be served - 
revisions following receipt of 7 wae Re iial 
public comments. Most execu let ienaee ae ee aan 
tives of major savings and Joan not be subject to specific ei 
institutions withheld formalries put rides eect that 
comment today, pending @ Stu \inctitutions' feed 100 State a 
dy of the proposal. Butseveral al of ional p 
let it be known that they wou” pst ye uke hae 
peg er to a numbei . ould make them abide by 
th P 1 ld } it. Also, Mr. Burns said that 
fe ru os would apply only;pis office would seek “approval 
_ Hara: ot hist haar from the STate Legislature for 
si dana ‘ee “€inew sanction sancations to deal 
a Federal charter. Most major} \-ith violators. , ‘ 


savings and loan institutions’ F.-) board of inquiry, under} 


‘ in Califognia have state char-|, 16 proposal, he said; “upo! 


ae cer erat fori finding that_ a loan has been! 
about 70 per cent of the state's isnoeety ee tA geri, 
illic lag ehcp Spo $34-| yeual would set the terms ont 
ee Federal seguiators’ piwik the Joan should be made! 
impose similar controls oreo se cr al 
Federally chartered savings and} fal h 4 
loan associations and banks,!{!0™ f all state-chartere: 

"/ ASSOCIa wets. 4 
state-chartered banks had also! When asked whether the re- 
been asked to provide informa-|BUlations might be a_ threat 
tion on their tending activity! t® the security of savings of 

depositors, by forcing high-risk 
loans, Mr. Burns answered: “It- 
bag peti le of the exceptionally risky business.” 
regulations are as follows: ‘ |The state's purpose, he added, 


avings and loan associa-|WaS to assure “that: they take} 

Mor are Prohibited from deny-|Tisks that have sound, produc- 

ing mortgage applications be-\t!ve Social value. 

cause of any “assessment of 

eBags factors which in No New York La’ 

the view of the association 

may affect present or future} New York pet has in - 

real estate values in the geo-|0M its books dealing with red- 

graphical area in which the lining, a spokesman for the: 

property is"located.” New York State Banking De- 
partment said yesterday. There 

: no banking department regu- 


monthly a list of where they 
place mortgages and where de- 
posits originate, according to 
census tracks. 

* GApplicants denied mortga- 


lation dealing with redlining, 
he also said. 

Last spring, a bill was in-- 
troduced in the Legislature to 
ges must be given the reason|require banks, savings banks 
in writing, if they ask. and saving and loan associa- 
! QSix regional “boards of in-/tions to report by area wher 
quiry” will be established to! depoits came from and where 
monitor complaints from appli-! mortgage loans were made. The 
cants who claim they were!bill was not enacted. 


SAN FRANCISCO.—Two of the argu- 
ments which have been used by mort- 
gage lenders to oppose anti-redlining 
measures ‘elsewhere ‘in the nation are 
being seriously questioned by California 
legislators, regulators and consumer ac- 
tiviats after an examination of existing 
practices here. 

The arguments which have become 
suspect in their eyes are that a disclosure 
of mortgage loans by census tract is a 
prohibitively expensive operation, an 
that a mortgage lender cannot profitab] 
lend under most. circumstances in inné 
city areas. Both arguments can be sta- 
tistically preven false, anti-redlining ad- 
vocates claim, on the basis of California 
experience. : 5 

At least two anti-redlining bilis are 
pending in the state legislature, and it is 
believed that increased attention will 
be drawn to the subject in the next tw 
weeks by state officiais, H ae 

Redlining is the alleged practice of 
tefusal by mortgage lenders to make 
real estate or home improvement loans 
x high risk distriots, particularly in 
inner city areas. Anti-redlining advo- 
cates here and elsewhere have called for 
pubdlic disclosure of where financial insti- 
tutions make their mortgage loans. 

Whatever other arguments mortgage 
lenders may use against geographic dis- 
closure, according to sources close to 
the administration of Gov. Edmund G. 
Brown Jr., the particular argument that 
such disclosure would be prohibitively 
expensive and force up mortgage and 


| 


By GEOFF BROUILLETTE 


other lending rates is one that will be 
given little credence by anti-rediining 
advocates. B 
State-chartered California savings and 
loan associations, they point out, have for 
the past five years been required to 


make just such a type of disclosure to 
the ee savings and joan —— : 


nts Used by Lenders 
en 


and studies have indicated that the cost 
is not prohibitive. : 

One such study, these sources indicate, 
shows that the multi-billion dollar sav- 
ings and loan associations in the state 
covld convert all of their existing com- 
puterized loan data into a census tract 
printout capacity for a one-time cost of 
12,000. Smalier institutions without the 
} computer capacity might, they contend, 
‘have to “put in a lot of paperwork, but 
nothing significant” to accomplish the 
same task. 

The cost for transmitting monthly cen- 
sus tract breakdowns to the state on & 
quarterly basis, the study contends, is 
$2000 annually for the largest institu- 
tions, and about $1800 for a medium- 
sized institution (about $150 million in 
deposits.) 

Although unwilling to comment on 
specific figures until they have seen the 
study and the basis on which it was 
made, California savings and loan spokes- 
men say the cost of disclosure would de- 


pend upon whether they are required to: 


disclose all existing loans or simply loans 


made in the future. 
(Continued on page 22) 
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(Continued from page 1) 


If S&Ls were required to disclose the 
; location by census tract of all existing 
'Joans on their books on an individual 
| basis, said Dean Cannon, executive di- 
rector of the California Savings and 


Loan League, the cost definitely would; 


be “very expensive. 

“However,” he said, “if S&Ls were only 
required to disclose the dollar amount of 
future loans by census tact, it is likely 
the cost to the S&Ls would be very low. 

State chartered S&Ls in California, he 
said, did not experience large outlays or 
competitive disadvantages when they 
were required to make geographic dis- 
closure, because they were required to 

‘ disclose only those loans made after the 
regulation became effective and were re- 
quired to show only the total dollar 
amount of loans made in each tract. 

The study, which is in the hands of 
state officials but is nct an officially- 
endorsed state study. does not answer 
other arguments against disclosure raised 
by lenders, the sources admit. 

Lenders have argued that a disclosure 
of where deposits and loans are made 
would simply provide activist groups 
with an additional] means of harassing 
lending institutions, while not providing 
the public with sufficient information 


California Proving Ground for Disclosure, Special Loans 


tions that enter 
lending decisions. 
At least one California activist group 
the center for New Corporate Priorities, 
Los Angeles, has, in fact, obtained 
copies of the breakdowns which have) 
been submitted to the state Savings &| 
Loan Commission and has prepared a 
report charging these institutions with) 
| discrimination, which the state S&Ls{ 
ing charge. The report, however, has 
received virtually no publicity in the 
| general news media. 
Anti-redlining advocates, in any case, ; 
| reject the lending institutions’ argu- 
ments of harassment, and contend that 
such public disclosure would lead to pub- 
lic indignation which, in turn, would 
lead to the withdrawal of funds by the 
public from institutions which they feel 
discriminate in making housing loans. 
More general arguments about the 
difficulty of conducting mortgage and 
home improvement lending programs in 
high risk inner city areas may run into 
problems here because of the existence 
of @ handful of such programs which 
oman heen successfully conducted, in- 
cludi a $200 million program 
in 1968 by the $51.1 billion hoon ax 
of America, NT&SA, San Francisco, 
these sources say. | 


into an institution's 


about the more complicated considera-|’ 


Der 


Bank of America’s “New Opportunity 
Home Loan Program.” although small 
in proportion to its total real estate 
lending program, has been a form of 
“redlining in reverse” which has been 
operated at a small profit, the sources 

Although it does not itself hold up its 
NOHL program as the answer to the 
problems of redlining, BofA confirms 
that the assertion is essentially true. 
The program has had a high rate of 
delinquenoies and foreclosures, and the 
bank could have more profitably in- 
vested its funds in other types of loans, 
but a study conducted by the bank's 
Urban Affairs Department two years 
ago showed that since the bulk of the; 
loans have been government-insured 

, BofA did not actually lose money on it. 
| Since 1968, the bank has loaned $181 
million to 10,563 families, about 70% in 
‘inner city areas, and the remainder in 
rural poverty areas, for home purchase 
or improvement. To qualify as a bor- 
rower under the program. a customer 
must have an income at or below the 
poverty level established by the rental 
authorities in the areas in which he| 
lives. 

NOHL loans have been either conven- | 
tional mortgage loans in which the bank | 
has loosened requirements for minimum | 
square feet and number of rooms; Vet-} 
erans Administration loans, or FHA! 
221D2 or FHA 235 loans. At its outset. | 
approximately 100 of the bank’s 1,000! 

{California branches were staffed with 
specially - trained lending personnel, 
has has since been increased to about) 


PoeclictDh on Yat Alb 


| The specially trained personnel were 


jnot only familiar with the objectives of | 
\the program, but were able to give pre- 
j homebaying consultation to potential) 


customers, a step which the bank con- 
| siders essential to the program's success. 
| The lending officers are encouraged to! 
‘take a longer than usual amount of 
time to work out a loan agreement with) 
each customer, and the lending officer is 
careful to explain in detail all of the 
ramifications of homebuying in under- 
standable language, to point out the pos- 
sible expenses and problems. that may 
be encountered and discuss the responsi- 
bilities of home ownership. The lending 
officers attempt to establish an under- 
standing with the customer that will 
enable them to iron out financial diffi- 
culties that may arise in cases of un- 
expected unemployment or other re- 
verses. : 

The BofA NOHL loans have consist- 
ently accounted for only a small portion 
of the bank’s total real estate lending. 
In 1974, one of the lowest volume years 
since the program began, $13 million in 
NOHL loans were made to 700 families, 
compared to $5 billion in real estate 
loans of all types, including interim con- 
struction financing. 

Not unexpectedly, said a Bank of 
America official, NOHL loan delin- 
quency experience has been poorer than 
for non-NOHL mortgage loans. In April, 
1975, he said, NOHL delinquencies were 
12.45%, compared to 3.97% for other 
types of mortgage loans, Foreclosures 
that month were 7.41%, compared to 
about 2% for other types of mortgage 
loans. 

While stating that the NOHL program 
is not the final answer to redlining, a 
Bank of America spokesman agreed that 
this type of endeavor could be profitably 
undertaken by other banks as at least 
an “indication of commitment” to pro- 
vide better housing in urban and rural 
poverty areas. 

“In fact,” said the spokesman, “1 
suspect that in cases where a lending 
institution has @ more compact geo- 
graphical serving area with a short line 
of communication between branches and 
top management, a program of this sort 
might even be operated more success- 
fully.” 
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California Orders \ 
Redlining Hearings” 


Special te the American Banker 

SAORAMENTO. — Major fact-finding 
hearings seeking « means of “ending the 
paralysis" of re: lining have been sohed- 
uled this month in San Francisco and Los 
Angeles, it was announced Wednesday by 
California Secretary of Business and 
Transportation Donald E. Burns. : 

The hearings, calling upon a wide 
range of financial! institutions, Fuderal 
and state regulatory officials, activist 
groups and private citizens to t»stify on 
} (Continved on page 8) | 


~ (Continued from page 1) 
the problems ef mortgage lending in high 
risk vrban areas, have been scheduled 
for ) >¢ 16 in Los Angeles and June 23 
an San Francisco, said Liewelyn Werner, 
an aide te Mr. Burns whe has been put 
in charge ef the hearings. 


Mr. Werner said the hearings would 


“put to rest within the first few minutes” |, 


the question of whether redlining exists 
by the presentation by state officials ef 
statistical evidence which would prove 
it te be a reality. Redlining is the alleged 
practice by financial institutions of refus- 


ing to make mortgage er home improve- |- 


ment leans in high risk areas, partic- 
ularly inner city blighted cemmunities, 


In a departure frem normal procedure, 
the hearings will be held at community 
«enters in predominantly blaek neighber- 
heods that are economically depressed 
rather than in state buildings. 


The Secretary of Business and Trans- 
portation is the California cabinet-level| 
position which, among other activities, 
oversees the operations ef the State 
Banking Department and of the State 
Savings and Loan Commissioner. 


No specific legislation is to be reviewed 
and the hearings are not to be conducted 
on the basis of preconceived solutions to 
the problem, Mr. Werner said. 


Witnesses who have been asked to 
testify include representatives of major 
California banks and savings and loan 
essociations, the California Bankers As- 
sociation, and the California Savings and 
Loan League. Other witnesses wil] in- 
clude representatives of the Urban Re- 
dnvestment Task Force, the Federal 
Home Loan Mortgage Corporation, the 
Center for New Corporate Priorities, the 
California Association of Realtors, State 
‘Treasurer Jesse M. Unruh, Lt. Governor 
Mervyn Dymally, the mayors of two 
predominately black cities, Compton and 
Inglewood; Los Angeles Mayor Thomas 
Bradley; Federal] Home Loan Bank of 
San Francisco President Maurice Mann; 
non-affiliated citizens who will describe 
their own experiences with redlining; and 
“a sprinkling of assemblymen and state 
senators, and perhaps a congressman or| 
two and maybe a senator,” said Mr. 
Werner. 


The hearings, said Mr. Werner, are 
designed to be purely educationa) and to 
inform Secretary Burns and the admin- 
istration of Governer Edmund G. Brown, 
Jr., on the problems of high risk mort- 
gage jending. 


Mr. Werner said that statistical infor- 
mation had been gathered and would be 
presented at the opening of the hearings 
to prove that the practice does exist. 
While calling the promised evidence “a 
first in itself," Mr. Werner would not} 
disclose the basis for the statistics. 


1 
4sserting that he believes the hear- 
ings will serve as a model for Federal 
and other state efforts to curb redlining, 
Mr. Werner emphasized that Secretary 
Burne’ office does not harbor a predis- 
position against financia) institutions. 


“The viability of the savings and loan 
-industry and the banking industry is 
very important to the state,” he said, 
“and there are clearly business problems 
in Joaning in areas where you know you 
are going to lose. But on the other side, 
you have paralysis to the community 
from exercising those practices. Hope- 
fully. we will be able to get started on a 
resolution of this problem by capita) te 
mortgage Jending.” 

‘The hearings, Mr. Werner said, will be 
divided into two areas of concern. The 
first, he said, is the question of disclo- 
sure by mortgage lenders of the areas in 
which they hold deposits and the areas 

Swhich they make Joans. The second 

wa of concern, he said, would be what 

} do once a disclosure system is accom- 
plished “if disclosure is the best thing 
to do.” j 

The Brown administration and Secre-: 
tary Burns, he said, are emphasizing 
that beyond the statistics and the facts 
of the redlining situation lies “a very 
human problem that goes right to the 
core ef family stability," and they are 
stressing that any solution to the prob-; 
Jem should involve a cooperative effor* 
on the part of the financial industry, the 
Jocal community and the government. | 

It is considered likely tha: at least two 
proposals to eliminate redlining will be 
seriously discussed and will be consid- 
ered by the state. One is the creation of 
an assigned risk mortgage pool which 
ean be covered by insurance and which. 
would involve the participation of al) 
types of mortgage lenders. The other is‘ 
the possibility that the state treasurer, 
could use his discretionary power to de- 
esi state funds as a means of creating 

centives to make high risk mortgage 
loans or to punish institutions which fai) 
to do so. In order for such a tactic to 
be effective, however, it would be neces- 
sary for the legislators to pass a bill, 
now pending, which would permit the 
state to deposit funds with S&Ls. Under 
present law, the funds may be deposited 
only with banks. 
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Illinois Governor’ * 


Signs 2 Measures 
Against Redlining 


MIOWESTERN BUREAU 


CHICAGO.—Illinois Gov. Daniel 
Walker, citing the need to protect! 
older neighborhoods from deteri- 
oration, signed two major anti- 
branching bills here Thursday. The 
measures prohibit discrimination in 
lending practices on the basis of 
geographic location and require fi- 
nancial institutions in the state's 
largest cities to report mortgage 
lending by zip code area and cen- 
sus tract twice yearly. 

“Many of the neighborhoods that have 
made this city great are being threat- 
ened by an evil practice called redlin-| 
ing,” the governor declared during a} 
Signing ceremony at a community center / 
on Chicago's West Side “Through these 
steps we can assure the future and sta- 
bility of our neighborhoods, which are 

(Continued on page 16) 
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(Continued from page 1) 
after all, the heart of our cities.” 

Gov. Walker also signed a measure 
Thursday designed to protect homeown- 
ers who are required to have escrow 
accounts with their mortgages. It pro- 
vides that a lender must notify a bor- 
rower when a mortgage has been paid 
down to 65% of its original amount and} 
give him the option of discontinuing the 
escrow arrangement. 

The disclosure law, which applies to 
banks and thrifts in counties with more 
than 100,000 population, requires that 
semi-annual reports of mortgage lending 
be filed with the Illinois Department of 
Financial Institutions. It also calls for 
the disclosure reports to be made avail- 


able to the public at the offices of banks | 


and thrifts, 


The anti-discrimination law forbids 
mortgage tenders from denying or vary~- 
ing the terms of @ loan based on the 
geographic location of the property or 
the child-bearing capacity of loan appli- 
cant or applicants spouse. It provides 
that mortgage lenders cannot refuse a 
loan without considering “all regular and 
dependable income from each person re 
sponsible for repayment of the loan.” 

The legislation states, however, that 
nothing in the law should prevent a fi- 
nancial institution from considering 
sound underwriting practices in making 
joans. Persons who believe they have 
been discriminated against by a lender! 
can begin a lawsuit. If a lender is found 
in violation, the courts can award dam- 
ages. 


Gov. Walker, who termed the two 
measures the first of their kind in the 
nation, defined redlining a» “a practice) 
in which financial institutions fuse to 
make mortgage money available tor the 
purchase of homes or for improvement 
of older homes.” The disclosure legisia- 
tion signed Thursday covers both home 
improvement loans and construction 
loans, as well as conventional and Fed-| 
erally insured mortgages. | 

Banks and thrifts in Illinois generally’ 
did not favor the legislation. A spokes- 


|man for the Illinois Savings & Loan 
‘League predicted that 


the combifed| 
effect of all the anti-redlining measures) 
might add as much as half a point to! 
mortgage interest rates, without allevi- 
ating the problem of inner-city hous- 
ing. | 

“We have yet to see anyone define or 
prove any general condition of redlin- 
ing,” he said. “The new legislation be- 
clouds the irsue and will bring added 
costs to borrowing.” The Illinois S&L! 
League has 440 member associations 
with avsets of $22 billion 


A spokesman for the Illinois Bankers 


| Association said its membership felt the 


new legal requirements would mean; 
added costs and bookkeeping burdens, 
but the association did not make any) 
official statement. 1 

Neil McKay, executive vice president 
of the $13.8 billion<deposit First Na- 
tional Bank of Chicago, pointed out that! 
Chicago bankers would probably greet 
the new requirements quietly because 
the City of Chicago has required similar! 
mortgage lending information by ordi- 
nance for about @ year as a prerequisite 
ta the denncit of city funds. 


~~" IMlinois Governor Signs Measures Against Redlining 


de Sine Apes. so sony 

Mr. McKay is also a memvber of the 
executive committee of the Association 
for Modern Bankirg in Illinois, a 270- 
bank group which was organized prin- 
cipally to support branch banking in 
Milinois. 

Earlier this year, Gov. Walker signed 
into law a measure providing that the 
state treasurer could not invest state | 
funds in banks or S&Ls which had not| 
first signed an anti-redlining pledge. | 
The required pledge states that banks| 
must not “arbitrarily reject mortgage) 
loans for residential property within any! 
specific part of a community‘served by} 
the bank because of location.” 
| The governor signed the latest anti- 
| redlining safeguards at St. Sylvester's 
Hall, a community center on Chicago's 
West Side that is often used as a meet- 
jing place for the anti-redlining groups 
| here. With him were representatives of 
| the two major organizations that have 
played major parts in the passage of 
‘the legislation, the Metropolitan Area 
Housing Alliance and the Citizens A:-/ 
tion Program. } 

He told them that “our city will only; 
be great if so-called middle-aged neigh- | 
borhoods are stabilized and preserved. 
“These are the neighborhoods where 
people work hard, pay taxes and respect 
the law,” he said. “They are entitled to, 
our protection.” | 

The antiredlining moves in Iiinois 
make the second major move this week | 
by state-level officials to combat the! 
| alleged practice. On Tuesday, stringent) 
requirements for geographic disclosure} 
| of both loans and depocits by census) 
tract were announced for California) 
S&Ls by Donald E. Burns, state secre-| 
jtary of business and transportation. | 
| The California regulations, which 
take effect on Jan. 1, were accompanied 
| by a policy statement from Mr. Burns 


rohibiting an S&L from denying & loan 
thrift makes an assesginent 

to be purchased is located 
in a deteriorating area. ; 

In addition, the regulations were ac- 
companied by a legislative proposal to 
set up mandatory mortgage credit allo- 
eation procedures and empower boards 
of inquiry to alloc. .¢ high risk loans to 
pool members. Mr. Burns said he was 
studying the feasibility of a similar set 
of regulations fof state-chartered banks. 

The Illinois legislation signed into law 
Thursday is similar to provisions in 
neighboring Wisconsin, but the Wiscon- 
sin provisions only apply to savings and 
joan associations. Those regulations, 
which were effective in March, also 
forbid discrimination on the basis of the 
|Jocation of a property securing a mort- 
' gage. 
| In addition, the Wisconsin provisions 
| require S&La allow ali prospective bor- 
rowers to submit a joan application. The 
applications must be kept by the S&L 
for two years as part of ite regular 
records. A broader measure, which would 
also cover commercial banks, is pending 
in the Wisconsin legislature 

Besides Illinois, California and Wis- 
consin, Massachusetts has also been & 
center of anti-redlining moves by state 
officials and banking regu'ators. There, 
Commissioner of Banke, Carol S. Green- 
wald, backed ty Gov. Michael Dukakis, 
has formulated regulations calling for 
disclosure of deposit and mortgage infor- 
mation, ; 

The Massachusetts regulations led to 
a lawsuit against the commissioner by 
26 savings and cooperative banks. The 
suit was settled out of court earlier this 
month when the commiz«ioner agreed to 
allow most disclosure by zip code, rather 
than by census tract. 

In New York State, a bill requiring 
geographic disclosure of mortgage lend- 
ing information was introduced during 
the legisistive session earlier this year, 
but there has been no final action on 
the bil . _ 

On the national scene, the proposed © 
Home Mortgage Disclosure Act intro- 
duced by Sen. William Proxmire, D., 
Wis., is still before Congress. Further 
consideration of the measure is expected 
when the House and Senate reconvene 
after Labor Day. 
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Survey Seems to Contradict 


Allegations of Suburban Tilt 


By Wiliam H. Jones 
‘Washington Post Staff Writer 


Most Washington area savings and 
loan institutions historically have 
made mortgage loans for homes in 
neighborhoods throughout the city and 
its suburbs in rough proportion to sav- 
ings deposits generated from the same 
neighborhoods. 

This is the conclusion of a Washing- 
ton Post survey last week of most 
large S&Ls in the area—those which 
account for most mortgages and depos- 
its and normally set future industry 
patterns. 

While there are exceptions, the S&L 
figures would appear to contradict con- 
clusions reached in research presented 
recently to the D.C. City Council and 
Senate Banking and Housing Commit- 
tee—which pointed out sat most mort- 
gage lending in 1973 werk for subur- 
ban homes. ~ 

But some of the apparent contradic- 
tion can be explained by several fac- 
tors—the recent research was based 
only on mortgage lending practices 
and didn’t include deposit data, for ex- 
ample (partly because S&Ls were re- 
luctant to make such information 
public). As a result, the research did 
not point out that a large portion of 
D.C. S&L deposits come from ine sub- 
urbs, which is where the bulk of then 
loans are. 

In addition, the research concerned 
recent lending practices and did not 
take into account past records. Accord- 
ing to Bob Kuttner of the Senate Bank- 
ing staff, “many areas” of Washington 
currently are ignored by the city-based 
S&Ls, even if they did have previous 
investments in those sectors—where 
residents now rely on mortgage bank- 
ers for home mortgages. 

D.C. institution officers interviewed 
disputed that charge and some sought 
to point out overall city business by 
figures broken down by census tracts 
or ZIP code areas. 

Even dividing savings accounts by 
addresses presents a distorted picture, 
since a large volume of accounts at 
downtown Washington branches is 
for Maryland and Virginia residents 
who use their office addresses in S&L 
correspondence, according to S&L offi- 
cials. For instance, at Columbia Fed- 
eral Savings & Loan, there are nearly 
$30 million in deposits from addresses 
in five primarily business and office 
building districts and only $2 million 
of outstanding residential loans—but 
most of the $30 million came from 
Maryland and Virginia residents, the 
association said. 

Similarly, the biggest deposit office 
of Washington Permanent Federal 
Savings & Loan is just below Chevy 
Chase Circle on Connecticut Avenue 
NW—and most of that money comes 
from Maryland residents. 


Even more important, in tne view o1 
Columbia Federal chairman Clarence 
E. Kefauver Jr., is that most homes in 
the Washington area happen to be lo- 
cated in Maryland and Virginia rather 
than in the District. 

According to the 1970 Census, there 
were 412,972 owner-occupied dwellings 
in the metropolitan area, 338,993 (82.09 
per cent) of which were in the suburbs 
and 73,980 (17.91 per cent) of which 
were in D.C. Columbia Federal statis- 
ties provided to The Post show that 
17.28 per cent of its mortgage loans are 
on D.C. owner-occupied dwellings— 
nearly an exact match : > the city’s per- 
centage of area housing. > 

In his outgoing speech as president 
at last weekend’s meeting of the Met- 
ropolitan Washington Savings & Loan 


League, Kefauver said that the Census 
showed 13 per cent of the dollar value 
of owner-occupied homes was in D.C., 
w'th the balance in the suburbs. 

For 15 D.C.-based institutions in 1974 
alone, 17 per cent of the total number * 
and 15 per cent of the dollar value was 

for Washington properties, he said. 

Moreover, millions of dollars in: 
home mortgages have been approved 
by D.c. S&Ls using funds generated 
by thrift institutions in other areas of 
the United States—where there has 
been less demand for loans and sur- 
plus funds to invest. 


_ By far, the most significant S&L in 
the Washington area is Perpetual Fed- 
eral Savings, with assets of more than 
$725 million ~roughly one-tenth of all 
assets at thrift associations in the en- 
tire area), five offices in the District 
and four branches in Maryland. 

While Perpetual is a conservatively 
run institution, which shuns specula- 
tive money and borrowing from fed- 
eral agencies to bolster short-term 
loan resources, its pattern of mortgage 
lending shows no evidence of so-called 
“redlining”—or refusals to grant loans 
in certain neighborhoods. 

Figures supplied by ” ~ -etual, based 
ona computerized ana yzis »* lending 
by postal ZIP codes, show *:... 

© Of Perpetual’s total loans, 44 per 
cent are for property in D.C., while 38 
per cent of its savings accounts are 
owned by depositors with addresses in 
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Area S&L Loans in Rough Proportion 
to Neighborhood Deposits 


LOANS, From G1 


the city. Moreover, the D.C. total de 
posits figure is inflated because of an 
untold number of suburban residents 
who use office addresses in D.C. 

® In terms of dollars, 28 per cent of 
Perpetual's loan portfolio and 30.9 per 
cent of its savings deposits are for Dis- 
trict addresses. 

Within the city, Perpetual has mort- 
gages on properties in all sections. In 
the predominantly affluent and white 
area west of Rock C:eek Park, Perpet- 
ua! has 2,127 mortgage loans (8.6 per 
cent of the total dollar amount) and 
9,333 savings accounts (9.9 per cent of 
total dollars). 

In other parts of Wash ngton, the 
breakdown by Perpetual shows the fol- 
lowing loan and savings data: 

Loans % Dollars Savings % Dollars 
ated Accounts 


wo 
9 
4 
1 


0 
4 
4 
6. 


Perpetual chairmzn Thornton W. 
Owen, in a letter to D.C. City Council 
member James E. Coates, whose staff 
has been studying alleged redlining by 
the city’s financial institutions, said it 
is “impossible to always lend the same 
amount in an area as is deposited.” 

For one thing, Owen said, Perpetual 
has concentrated on single-family resi- 
dences, a policy which “mandates that 
we lend where there is single-family 
sale activity.” 

He went on to poimt out Perpetual’s 
role as a principal source of church 
loans in the District, “many of which 
are black congregations,” and 
concluded: 

‘“Frankly, I think that our record is 
all the more meaningful when we real- 
ize that the suburbs in recent years 
have seen much more development 
than D.C. because of the relative in- 
crease in the availability of buildable 
ground in the suburbs.” 

Other S&L officials interviewed last 
week provided information on their 
own operations as follows: 

National Permanent Federal S&L— 
Of $394 million in deposits at the 
area’s second biggest thrift institution, 
35 per cent ($138 million) carry D.C. 
addresses, 51 per cent ($201 million) 
are in Maryland, 9 per cent ($36 
million) are from Virginia and 5 per 
cent ($18 million) come from across 
the nation and overseas, 

In terms of numbers of savings ac- 
counts, 32 per cent are from D.C., 54 
per cent from Maryland, 10 per cent 
from Virginia and 4 per cent from else- 
where. A big percentage of accounts at 
the Connecticut and K Street office 
is for Maryland and Virginia resi- 
dents who use office addresses, execu- 
tive vice president Edgar F. Peterson 
said. 

Of National Permanent’s loan portfo- 
lio, 34 per cent of 17,288 loans are on 
D.C. properties, accounting for 24 per 
cent of the dollar volume ($102 


million). There are 7,267 loans (42 per 
cent) on Maryland properties, account- 
ing for 48 per cent of the dollar 
amount ($211 million), and 24 per cent 
of the loans are in Virginia (4.094), ac- 
counting for 28 per cent of the area 
dollar total ($122 million). 

Columbia Federal S&L—About 18 
per cent of its outstanding loans are on 
D.C. properties, totaling $41.2 million. 
At the same time, some 30 per cent of 
the association's savings deposits carry 
D.C. addresses, totaling $129 million. 

Columbia officials said a breakdown 
of savings and lending by postal ZIP 
codes demonstrates how savings often 
come from. stable neighborhoods 
where there’s no demand for new 
Ioans—while developing areas, or re- 
gions of rehabilitation, have large 
amounts of lending but few savings 
dollars. 

For example, in the Capitol Hill- 
Southeast area that makes up ZIP 
code 20003, Columbia has $1.58 million 
of deposits and $5.54 million in loans. 
In ZIP codes 20015 and 20016 in North- 
west D.C. (which reach into Maryland), 
where white and affluent residents 
predominate, Columbia had $36 million 
of deposits and $8.7 million of loans. 

Interstate Federal—About half its 
loans are for Ma-yland properties, 41 
per cent for Virginia and 9 per cent in 
the District. Addresses on savings ac- 
counts, however, show 50 per cent in 
the District, 29 per cent in Maryland, 
13 per cent in Virginia and 7 per cent 
in other parts of the U.S. Officials said 
many of the D.C. accounts are business 
addresses of suburbanites. 

As did other S&L officers ques- 
tioned, Interstate president Lawton E. 
Inabinet said that most potential home 
owners applying for loans are resi- 
dents of Maryland or Virginia. He said 
Interstate got a bigger share of mort- 
gage requests from D.C. residents in 
prior years and asserted, “We're in the 
market for loans in D.C.” 

Inabinet’s S&L was pinpointed in 
the recent Senate study for placing 
nearly 100 per cent of its 1973 loans on 
suburban properties. 

Home Federal S&L—About 42 per 
cent of mortgage loans are on D.C. 
properties; 38.5 per cent of savings ac- 
counts bear D.C. addresses, accounting 
for 40.5 per cent of savings deposits. 
Of about $10.6 million loaned in D.C. 
for 1973 alone (the areawide total was 
about $40 million), 185 per cent was 
for properties in the affluent sector 
west of Rock Creek Park. 

Capital City Federal S&L—About 20 
per cent of mortgage loans are on D.C, 
properties; 50 per cent of savings de- 
posits come from accounts with D.C. 
addresses and, of the D.C. deposits, 61 
per cent come from west of Rock 
Creek Park, where most of Capital 
City’s offices are located. 

In the suburbs, the pattern is similar 
—with nearly all mortgage lending for 
Maryland or Virginia properties and 


nearly all savings deposits from cus- 
tomers with Maryland and Virginia ad- 
dresses. 

JT. William Blumenauer Jr., presi- 
dent of Columbia Federal, said last 
week that-making comparisons of sav- 
ings deposits and mortgage ‘loans 
shouldn't be done on “any basis” be- 
cause of the nature of home financing, 
which draws funds from many sources. 

“You can do anything with statis- 
tics,” Blumenauer said. 

For example, Blumenauer said, Co- 
lumbia Federal gets savings deposits 
from many stable neighborhoods, 
where there is only a small annual 
turnover in families. Thus, there is no 
demand for mortgages despite the 
savings. 

In areas where new housing can be 
built, on the other hand, there is no es- 
tablished neighborhood base of savings 
—but a tremendous demand for loans. 
Over a long period of time, in theory, 
a S&L should be providing aid to 
both types of areas. 

Blumenauer also noted that his asso- 
ciation has attracted about $80 million 


in funds from S&Ls in other parts of 
the U.S. during the past five years— 
for secondary market investments here 
of savings deposits at institutions that 
don't have a local demand. 


Any program of restricting loans to 
areas from which deposits are gener- 
ated would destroy the nation's entire 
financial system and create new hous- 
ing shortages in growing areas, he 
said. 

Perpetual’s Owen also pointed out 
that the average suburban house today 
costs more than homes in the city, cre- 
ating a higher average loan per hous- 
ing unit outside Washington. 

George J. Boyce, president of Capi- 
tal City Federal, said government in- 
vestigators were wrong in concentra‘: 
ing on savings institutions if they are 
trying to find out why more housing 
isn’t available in the city. 

“There’s been no large building ef- 
fort in the District for the past ten 
years,” he said. “Lenders can't gener- 
ate a market. . that’s up to developers, 
builders and people who market hous- 
ing.” 


Similarly, Home Federal president 
John U. Raymond said his S&L doesn’t 
exclude any area for new loans except 
where a neighborhood already has 
been destroyed. “To whatever extent 
we limit loans, it's after the fact... 
we've no control over deterioration,” 
Raymond asserted. 

Raymond also noted that use of the 
term redlining is wrong since the ex- 
pression traditionally applied to fire 
insurance firms—to designate areas 
where losses on policies became such a 
risk that writing of new insurance was 
stopped. 

The S&L officer said that, so far as 
he knows, no lending institutions here 
have such restricted neighborhoods. 

Richard Lawton, president of Wash- 
ington-Lee Savings & Loan in North- 
ern Virginia—the largest in that sec- 
tion of the state—said he knows of no 
redlining or complaints about restric- 
tions on loans in certain neighbor- 
hoods. Such practices existed 15 to 2 
years ago in some Virginia institutions 
with regard to loans in black communi- 


ties, he said. 


“While individual records (of S&Ls) 
vary from good to not-so-good, I am 
convinced that all are trying to im- 
prove their performance,” Kefauver 
said last weekend in discussing the re- 
cent controversy over redlining. 

Figures for the first quarter this 
year a a “substantial improve- 
ment” in the amount of mon i 
to D.C. loans, he added. see 

But Kuttner of the Senate commit- 
tee disagreed. All evidence to date 
points to a general practice among 
Washington associations of lending a 
“grossly disproportionate” amount of 
their savings deposits for suburban 
homes, he said. 

In many cases, “subtle” methods are 
used to discourage loan applications 
even from being filed—such as word 
about high down payments and shorter 
maturities than allowed for Maryland 
and Virginia loans, he said. 

A “typical” complaint heard from 
D.C. consumers is that Washington 
S&Ls want 30 per cent down payments 


for D.C. properties and 15-year loans, 
he said. ; 
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Discrimination Seen 


In Mortgage Loans 


MORTGAGE, From Al ss he did not know of the; 
“Minority applicaiits eat: Study, but “I’m aware of that 


attern. It ri ie 

ing $10,000 to $15,000 per year win, ey awed gan wens 
were rejected 26.5 per cent of! ,, Vuliam Reynolds, executive: 
the time compared to 15.6 per ‘vector of the National’ Sav. | 
cent for white applicants in| /2* and Loan League, one ot | 
the same income bracket ine two largest trade sssocia:| 

arom : "tions, said he did not want to| 

Minority applicants with make any comment until he, 
over five Tag on the job) hadseen the report. | 
were rejec 2 percent of, joe Reppert, director of | 
the time, compared to 14.1 per icati ' 
e : A ‘communications for the Fed- 
cent for white applicants. eral Home Loan Bank Board | 
; “Minority applicants with said that as far as he knows,! 
more than $20,000 in assets'“At this point we have no! 
were rejected 21.6 per cent of} proven cases of racial discrim- 
the time, compared to 14.1 per’ ination.” 
cent for white applicants with, “If there were proven dis-) 
comparable assets.” ‘crimination on the basis of! 
One of the problems, Prox-/race we would issue a 
mire said, is that “except for cease and-desist order,” Rep- 
this pilot survey, the agencies Pert said. Neither the | 
do not have any system for) banks nor the board have re-| 
monitoring banks’ compliance ceived any great number of 
with the law. The entire bur-,complaints ... I would say 
den is on the individual who/less than a dozen, which is not; 
thinks he may have been the, 4 large number when you con- | 
Victim of discrimination.” ‘sider that there are 60 million} 


The survey “demolishes thel saa inane o, os ice hon 
argument that the absence Sf! many people we're doing bus-. 
cases under the 1968 act re-|j ness with” 
flects an absence of discrimi- : 
nation,” Proxmire said. “All it 
shows is that the bank regu- 
latory agencies do not enforce 
the law against lending dis- 
crimination, and it indicates 
the need for a tougher taw.” 

French Stone, executive di- 
rector of the American Sav 
gs and Loan League, a trade- 
association for minority-owned 
savings and loan associations 


| Bias Found 
| In Mortgage 
Rejections 


By Austin Scott 
Washington Post Staff Writer 


Sen. William Proxmire (D- 
Wis.) yesterday released a 
study showing that even when 
their incomes and credit char- 
lacteristics are the same, mi- 
'nority applicants for mortgage 
loans are turned down almost 
twice as often as white appli- 
‘cants. 

Proxmire, chairman of the 
Senate Banking Committee, 
said the six-city survey shows 
that the Ford administration 
is not enforcing laws against 
‘discrimination in the home 
loan industry. 
| While there is nothing in 
the study to indicate that the 
difference in turndown rates 
is based on anything except 
the race of the applicant, he 
said, the administration has 
not brought one discrimina- 
tion suit against a lending in- 
stitution under the 1968 Fair 
Housing Act. | 

Conducted by the comptrol- | 
ler of the currency at Prox- 
mire’s request, the study ; 
looked at data in six metropol- 
itan areas: Bridgeport, Conn., { 
Cleveland, Memphis, Mont- 
gomery, Topeka and Tucson. 

All mortgage loans ap- 
proved and denied by all 
banks and savings and loan as- | 
sociations in those areas dur- 
ing the last half of 1974 were 
‘studied, and the banks and 
S&Ls filled out questionnaires - 
on each one. Proxmire said 
the findings included: 
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